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Examination, May, 1951
EXAMINATION IN ACCOUNTING PRACTICE— PART I 
May 16, 1951; 1 :30 to 6 p.m .
(Solve all Problem s)
No. 1 (10  points)
The City Wholesale Company lost its entire inventory of merchandise and its 
furniture and fixtures by fire early in January, 1951 before completing the physical 
inventory which was being taken as of December 31, 1950. The following infor­
mation was taken from the books of the company as of December 31, 1948, 
1949 and 1950:
December December December 
31, 1948 31, 1949 31, 1950
Inventory, January 1 ..........................................  $ 35,304 $ 42,380 $ 45,755
Purchases ...........................................................  160,842 164,426 174,433
Purchase returns and allowances...................... 9,163 8,021 10,015
Sales ...................................................................  185,904 196,603 203,317
Sales returns and allowances .......................... 3,325 2,402 2,212
W ages.................................................................  15,271 17,743 18,356
Salaries .............................................................  7,500 8,000 9,000
Taxes other than income .................................. 2,647 3,732 3,648
Rent ...................................................................  4,800 5,400 5,400
Insurance ...............................   915 967 982
Light, heat and water ...................................... 1,012 1,134 1,271
Advertising .......................................................  2,875 4,250 2,680
Interest expense.................................................  3,365 2,755 3,020
Depreciation expense.........................................  1,125 1,255 1,280
Furniture and fixtures, net of depreciation . . . .  9,150 10,065 10,570
Miscellaneous expenses ...................................... 6,327 6,634 6,897
a. From the above information, you are to estimate the book amount of the in­
ventory destroyed by the fire, assuming that there were no transactions after 
December 31, 1950.
b. Based on such estimate and the book value of furniture and fixtures, determine 
the amount due from each insurance company in settlement of the total loss 
of the assets under the following concurrent policies, each containing the 80% 
co-insurance clause:
Policy on Policy on 
Stock Furniture
A Company .....................................................................  $20,000 $2,000
B Company .....................................................................  15,000 3,000
L and D Company............................................................ 10,000 3,000
c. Assuming that the fire loss was 50% of the amounts used in (b), determine 
the amount due from each company under the same three policies.
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No. 2 (5  points)
There are ten men working as a group on a particular manufacturing project. 
When the weekly production of the group exceeds a standard number of pieces 
per hour, each man in the group is paid a bonus for the excess production in 
addition to his wages at hourly rates. The amount of the bonus is computed by 
first determining the percentage by which the group’s production exceeds the stand­
ard. One-half of this percentage is then applied to a wage rate of $1.25 to determine 
an hourly bonus rate. Each man in the group is paid, as a bonus, this bonus rate 
applied to his total hours worked during the week. The standard rate of production 
before a bonus can be earned is two hundred pieces per hour.
On the basis of the production record stated below, compute:
a. The rate and amount of bonus for the week.
b. The total wages of Allen, who worked forty hours at a base rate of $1.00 per 
hour, and of Knoll, who worked thirty-nine and one-half hours at a base rate 
of $1.50 per hour.
Production Record
Monday . . 
Tuesday . . 
Wednesday 
Thursday . 
Friday . . . 
Saturday
Hours Worked Production
72 17,680
72 17,348
72 18,000
72 18,560
71.5 17,888
40 9,600
399.5 99,076
No. 3 (15 points)
The D. P. Manufacturing Company produces one principal product. The income 
from sales of this product for the year 1950 is expected to be $200,000. Cost of 
goods sold will be as follows:
Materials u se d ...........................................................................................  $40,000
Direct la b o r ...............................................................................................  60,000
Fixed overhead...........................................................................................  20,000
Variable overhead.........................................................................    30,000
The company realizes that it is facing rising costs and in December is attempting 
to plan its operations for the year 1951. It is believed that if the product is not re­
designed the following results will be obtained:
Material prices will average 5% higher and rates for direct labor will average 
10% higher. Variable overhead will vary in proportion to direct labor costs. If 
sale price is increased to produce the same rate of gross profit as the 1950 rate, 
there will be a 10% decrease in the number of units sold in 1951.
If the product is redesigned according to suggestions offered by the sales manager, 
it is expected that a 10% increase can be obtained in the number of units sold 
with a 15% increase in sale price per unit. However, change in the product would 
involve several changes in cost.
A different grade of material would be used but 10% more of it would be re­
quired for each unit. The price of this proposed grade of material has averaged 
5% below the price of the material now being used and that 5% difference in price 
is expected to continue for the year 1951. Redesign would permit a change in
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processing method enabling the company to use less-skilled workmen. It is believed 
that the average pay rate for 1951 would be 10% below the average for 1950 due 
to that change. However, about 20% more labor per unit would be required than 
was needed in 1950. Variable overhead is incurred directly in relation to produc­
tion. It is expected to increase 10% because of price changes and to increase an 
additional amount in proportion to the change in labor hours.
Assuming the accuracy of these estimates, you are to prepare statements showing 
the prospective gross profit if:
a. The same product is continued for 1951.
b. The product is redesigned for 1951.
No. 4  (20  points)
You were given the following trial balances of the Harlan Company. The trial 
balance as of December 31, 1950 was taken on a gross basis; that is, the totals of 
the debits and of the credits in each of the ledger accounts, including any balance 
from the after-closing trial balance at June 30, 1950, rather than the final balance, 
have been included. You are advised that the company records disbursements for 
expense items through liability accounts prior to making payment.
A ccounting Practice— Part I 3
The Harlan Company 
Trial Balances
Account June 30, 1950 December 31, 1950
Cash in bank .................................... $ 21,849 $ 275,016 $ 246,972
Investments ........................................ 30,500 40,712 5,000
Accounts receivable .......................... 47,420 301,425 248,979
Merchandise inventory .................... 55,542 208,856 153,495
Office furniture & fixtures ................ 8,663 11,164 635
Allowance for depreciation .............. $ 4,967 176 5,940
Bank loans ........................................ 30,000 10,000 30,000
Accounts payable .............................. 15,879 211,658 233,986
Accrued income t a x .......................... 7,350 5,658 11,050
Capital stock ...................................... 50,000 50,000
Earned surplus .................................. 55,778 10,000 55,778
Sales .................................................. 481 254,005
Cost of sales .................................... 151,914
Executive salaries ............................ 15,500
Other administrative expense .......... 21,567
Selling expense ................................ 25,348
Bad debt losses ................................ 665
Writedown of obsolete merchandise. 1,025
Profit on sale of investment............ 168
Loss on sale of fixtures.................... 23
Interest expense............................ 850
Income tax expense ........................ 3,700
Unlocated difference ........................ 270
$163,974 $163,974 $1,296,008 $1,296,008
E xamination Questions— May, 1951
The books are not available. Since the trial balance is out of balance by $270, 
shown as Unlocated difference, you attempt to locate the probable source of this 
difference. You are told that cash in bank of $28,044 has been verified.
You are to reconstruct the ledger accounts as they probably appear. Record the 
transactions for the period in journal form and in skeleton ledger accounts keyed 
to the journal entries. You need not prepare financial statements, but you should 
state where you think the error occurred in the books and give reasons to support 
your conclusion.
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EXAMINATION IN ACCOUNTING PRACTICE— PART I 
May 17, 1951; 1:30 to 6 p.m.
(Solve Problems 1 and 2 and either Problem 3 or Problem 4. If both 
Problems 3 and 4  are solved, grade will be based on Problem 3.)
No. 1 (10 points)
The following questions relate to federal income taxes. An answer sheet has 
been provided for your convenience. No reasons need be given to support your 
answer. Your grade will be based entirely on the number of correct answers you 
submit.
a. The following statements are to be answered by deciding whether the statement
is essentially true or false. If the statement is true, enter (a) on your answer
sheet; if the statement is false, enter (b) on your answer sheet.
1. An infant who has $800 gross income cannot be claimed as a dependent 
by his parent. (a) True, (b) False.
2. Entertainment costs incurred by a salesman, not reimbursable by his em­
ployer, are deductible by the salesman. (a) True, (b) False.
3. If a landlord receives $5,000 rental in 1950, covering rent for the five 
years ended December 31, 1954, $1,000 is included in gross income for 
the year 1950. (a) True, (b) False.
4. Bad debt recoveries subsequent to year of write-off may be excluded from 
gross income of the year in which recoveries are made if no tax benefit 
resulted from the write-off. (a) True, (b) False.
5. Fees received for serving on a jury are includible as taxable income.
(a) True, (b) False.
6. Compensation received by a minor for services rendered is included in the 
gross income of the parent. (a) True, (b) False.
7. Resident aliens are taxed on income from sources outside the United 
States. (a) True, (b) False.
8. Life insurance proceeds by widow at death of spouse need not be included 
in her taxable income. (a) True, (b) False.
9. Non-resident aliens not engaged in business in the United States are 
taxed on cash dividends received from domestic corporations. (a) True,
(b) False.
10. Contributions made to a close family friend by an individual to keep him 
off relief are deductible by the contributor, if not in excess of 15% of 
adjusted gross income. (a) True, (b) False.
b. Enter on your answer sheet the letter which identifies the correct amount for
each of the following situations:
1. Joseph Green who was 68 years old filed a joint return for 1950 with his 
wife, Martha Green, who attained the age of 65 on July 27, 1950. Mrs. 
Green is blind. What exemption may be claimed in the return? (a) $1,200,
(b) $1,800, (c) $2,400, (d) $3,000.
2. In a joint return filed for 1950, Mr. and Mrs. Brown reported net income 
of $18,000 before giving effect to security transactions. During the year, 
they sold the following securities which had been acquired in 1948.
5
4.
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Selling Profit 
Cost Price or 
Detail 1948 1950 Loss
Mr. Brown:
100 shares “O” s to c k ...................................... $2,000 $2,700 $ 700
Mrs. Brown:
300 shares “Y” s to c k ...................................... 5,900 2,000 (3,900)
How much of the loss may be applied against the net income of $18,000?
(a) $1,000, (b) $1,600, (c) $2,000, (d) $3,200.
James Anderson, who reports on a cash basis, paid a certified public ac­
countant the following amounts during 1950:
For preparing of federal income tax return for 1949 ..................  $200
For contesting a federal income tax deficiency for 1948 .............. 600
What amount may be deducted in his 1950 tax return? (a) $800,
(b) $600, (c) $200, (d) 0.
James Johnson’s return for 1950 reports adjusted gross income of $20,000. 
The only charitable contribution he made in 1950 was a gift to the 
Museum of Art, New York, of a valuable painting which he had pur­
chased in 1925 for $1,600 and which had a value of $3,500 at date of 
gift. What amount may he deduct as a charitable contribution? (a) $3,500,
(b) $3,000, (c) $1,600, (d) 0.
Jerome White (single) reports adjusted gross income for 1950 of $11,200. 
The only allowable deductions shown by his records are as follows:
Interest ............................................................................................ $200
State taxes ...................................................................................... 300
Contributions .................................................................................. 100
Total ........................................................................................ $600
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c.
In filing his 1950 return, what is the maximum amount he may claim as a 
deduction? (a) $600, (b) $1,000, (c) $1,120.
6. James McMahon who owns 80% of the outstanding stock of the Mc­
Mahon Furniture Co. sold 100 shares of stock of the General Lumber Co., 
which cost him $9,000 in 1947, to the McMahon Furniture Co. for 
$6,000 in June, 1950. The furniture company sold the 100 shares of 
lumber company stock to outside interests for $7,000 in August, 1950.
(1) Assuming no other capital asset transactions, James McMahon is 
permitted to deduct on his tax return for the year 1950, in connec­
tion with the sale of General Lumber Co. stock: (a) $3,000,
(b) $1,500, (c) $1,000, (d) 0.
(2) Assuming no other capital asset transactions, the furniture company, 
in connection with the sale of General Lumber Co. stock, has a tax­
able gain of: (a) 0, (b) $500, (c) $1,000.
James O’Day, U. S. citizen, residing in Chicago, Illinois, reporting on a cash 
basis for the calendar year, received the following income items and paid the 
following expense items during 1950. For each of the items listed, you are to 
show by the appropriate letter whether the item is: (a) taxable, (b) non- 
taxable, (c) allowable deduction, (d) unallowable deduction.
6
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A ccounting Practice— Part II
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
Income Items:
Accident insurance proceeds.
Bequests and devises.
Interest on municipal bonds.
Executor’s fees.
Gains on sales of city and state bonds. 
Gambling winnings.
Prizes won at contests, exhibitions, etc. 
U. S. war veterans bonus.
Expense Items:
Automobile upkeep expense, car used exclusively for pleasure.
Expense of transportation from suburban home to office.
Part of payment to Cooperative Apartment Corporation covering taxes 
and interest.
Dues paid social club for personal use only.
Periodic alimony paid to divorced wife by decree of court.
Cost of safe deposit box used to store securities.
Dues paid to labor union.
No. 2 (25 points)
The assets shown on the balance-sheets at September 30, 1950 of three summer 
resorts on Waverly Lake are shown below. The appraisal data opposite the book 
values for land and depreciable assets summarize an independent appraisal made 
in September, 1950 as a basis for negotiations to combine the three resorts under 
one management. The appraisal was made on the basis of reproduction cost less 
depreciation.
Appraised Value 
(Reproduction Cost
Description Book Value Less Depreciation)
Assets of Waverly Hotel Co.
Current ........................................................................  $15,000 —
Land ...........................................................................  5,000 $10,000
Hotel building.............................................................  12,000 38,000
Boathouse .................................................................... 600 2,000
Kitchen equipment.....................................................  1,000 1,000
Other equipment..........................................................  4,000 29,000
Total ............................................................  $38,100 $80,000
Assets of Rustic Camps 
(Orville Johnsen, Proprietor)
Current.......................................................................... $ 3,000 —
Land ...........................................................................  1,000 $ 1,500
Lodge...........................................................................  4,000 9,500
Boathouse ....................................................................  600 700
Kitchen equipment . ....................................................  2,500 2,500
Other equipment..........................................................  1,000 800
Total ............................................................ $12,100 $15,000
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Assets of Lakeview Cottages 
(Burgess & Crayton, A Partnership)
Current ................................................................................ $ 6,800 —
Land ..........................................  ...................................... 3,000 $ 1,600
Lodge .................................................................................  8,000 9,400
Cottages .............................................................................  15,000 32,000
Lodge kitchen equ ipm en t................................................  2,000 2,000
Other equ ipm ent................................................................  3,500 5,000
Total ..................................................................  $38,300 $50,000
Total appraised value of land and depreciable asse ts...............................  $145,000
Operating statements for the year ended September 30, 1950 are as follows:
Waverly Rustic Lakeview
Hotel Camps Cottages
Revenue ........................................................................... $17,281 $13,698 $8,740
Deduct:
Officers’ sa la rie s .....................................................  $ 3,600 —  —
Partners’ drawings ................................................  —  —  $5,500
D epreciation ............................................................ 1,590 $ 850 2,300
Interest on notes ................................................... 600 —  —
Other expenses............. .......................................... 8,112 5,224 1,868
T o ta l ............................... ................................  $13,902 $ 6,074 $9,668
Net income (loss) .......................................................  $ 3,379 $ 7,624 ($ 928)
The hotel’s clientele had been declining in recent years so Mr. Holt, the prin­
cipal stockholder and manager, decided to retire. The Rustic Camp’s profit is attrib­
utable to Mr. Johnsen’s facility with people and knack for organized recreation. 
Burgess and Crayton provide light-housekeeping cottages and serve dinner in the 
lodge, but provide no organized recreation.
The three businesses agree to combine by organizing a new corporation, Waverly 
Resorts, Inc. This corporation is to have authorized capital of 2,000 shares of 5% 
cumulative preferred stock of $100 par value and 1,000 shares of no-par common 
stock. The new corporation will take over the land and depreciable assets of the 
three businesses. It will also take over from the hotel at $10,000 and from the 
partnership at $5,000 certain assets classed as current, but which are carried on 
their books at $10,500 and $4,800, respectively. All liabilities are to be paid off 
by the separate businesses and all other current assets retained by them.
In exchange for the assets acquired, the corporation is to issue to the Hotel 
Company $50,000 of first-mortgage 4% bonds and preferred stock having $32,500 
par value. Rustic Camps is to receive $25,000 of preferred stock and Lakeview 
Cottages is to receive $55,000 of preferred stock. The differences between the ap­
praisal values of the properties taken over and the bonds and stocks issued are to 
adjust for the low income earned on the hotel property and the high income which 
Mr. Johnsen has been receiving from his camps as a result of his ability to attract 
patronage.
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Common stock is all to be issued and divided to the nearest share among the 
three businesses in the ratio of their net operating profits for the year ended Sep­
tember 30, 1950 adjusted as follows:
As an approximation of correct depreciation, the depreciation charges for 
the past year are to be recomputed. In recomputing, use rates of 4% per 
annum for building and 10% for equipment applied to the September 
30, 1950 appraised values. The new corporation will use the 10% and 
4% annual rates, applied to the balances in the asset accounts at the first of 
each quarter-year period.
As a result of a specific request for information as to the adequacy of past 
maintenance, the appraiser reported that maintenance on the hotel had been 
inadequate over the past 10 years to the extent of approximately $500 per 
year. Adjustment is to be made for the annual deficiency.
It is also agreed that for purpose of restating profits, each business should 
have $3,000 a year charged as the reasonable value of the services of the 
off icers or owners.
The businesses were combined on October 1, 1950 as planned. Transactions 
for the three months ended December 31, 1950 are summarized below:
Received $6,500 from guests.
Paid $1,800 to Tom and Lee Wilson whose time was spent as follows: one- 
half installing equipment to convert the Rustic Camp’s lodge to a bar and 
dance pavilion; one-third moving the camp’s boathouse adjacent to the hotel 
boathouse; and one-sixth moving wooden floors for tents from the camps to 
a location near the cottages.
Equipment for the pavilion was purchased for $1,500 of which $1,200 was 
paid.
The principal maintenance work needed on the hotel was done in December 
at a cost of $4,500. Payment for this work was made by issuing a 12-month 
note.
Three hundred dollars appraised value of kitchen equipment in the lodge 
by the cottages was moved to the hotel and the remaining $1,700 of equip­
ment was sold for $550.
Orville Johnsen’s monthly salary of $400 was paid for October and No­
vember.
Other expenses amounted to $3,000 of which $2,750 was paid.
You are to prepare a worksheet for the Waverly Resorts, Inc. with columns 
showing the acquisition of the assets on October 1, 1950; the transactions from 
October 1 to December 31; the Income Statement figures for the three months 
ended December 31 and Balance-Sheet figures for December 31, 1950. In a sep­
arate schedule you are to show the distribution of the common stock among the 
three business units. Give an explanation and justification for your treatment of 
any transaction where you consider the treatment to be debatable.
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No. 3 (15 points) (Optional with No. 4 )
The Town of Big Springs had not been operating a public library prior to 
October 1, 1950, James Jones died, having made a valid will which provided for 
the gift of his residence and various securities to the town for the establishment 
and operation of a free public library. The gift was accepted by the town. The
10 Examination Questions— May, 1951
library funds and operation were placed under the control of trustees. The terms 
of the gift provided that not in excess of $5,000 of the principal of the fund could 
be used for the purchase of equipment, building rearrangement, and purchase of 
such “standard” library reference books as, in the opinion of the trustees, were 
needed for starting the library. Except for this $5,000, the principal of the fund 
is to be invested and the income therefrom used to operate the library in accord­
ance with appropriations made by the trustees.
The property received from the estate by the trustees was as follows:
Face or Appraised
Description Par Value
Residence of James Jones:
Land ............................................................................ $ 2,500
Building (25-year estimated life) ...............................  20,000
Bonds:
AB Company .............................................................  $34,000 32,000
C & D Company.............................................   10,000 11,200
D & G Company........................................................... 20,000 20,000
Stocks:
M Company, 6% preferred .........................................  12,000 12,600
S Company, 5% preferred .........................................  10,000 9,600
K Company, common (300 shares) ........................ No par 12,900
GF Company (200 shares) .......................................... 4,000 14,500
The following events occurred in connection with the library operations up to
June 30, 1951:
1. 100 shares of GF Company stock were sold on November 17 for $6,875.
2. Cash payments were made for: (a) Alteration of the house— $1,310, (b) Gen­
eral reference books— $725, (c) Equipment having an estimated life of ten 
years— $2,180. The trustees state that these amounts are to be charged to 
principal under the applicable provision of the gift.
3. The library started operation on January 1, 1951. The trustees adopted the fol­
lowing budget for the year ended December 3 1 , 1951:
Estimated income from investment........................................................ $5,000
Estimated income from fines, etc............................................................. 200
Appropriation for salaries ...................................................................... 3,600
Appropriation for subscriptions...............................................................  300
Appropriation for purchase of books...................................................... 800
Appropriation for utlities, supplies, etc..................................................... 400
4. The following cash receipts were reported during the six months to June 30, 
1951:
Sale of C and D Company bonds including accrued interest of $80 . . $11,550
Interest and dividends .........................................................................  3,100
Fines ...................................................................................................... 20
Gift for purchase of books...................................................................  200
T o ta l............................................................................................ $14,870
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5. The following cash payments were made during the six months to June 30, 1951:
Purchase of 100 shares of no-par common stock of L and M Company
including commission ad tax cost of $42.50 .................................  $ 9,655
Payment of salaries .............................................................................. 1,500
Payment of property taxes applicable to the year ended December 31,
1950, based on an assessment as of June 30, 1950 ..................  200
Purchase of books.................................................................................. 900
Magazine subscriptions .........................................................................  230
Supplies and other expense.................................................................... 260
Total ..........................................................................................  $12,745
6. On June 30, 1951, there were miscellaneous expenses unpaid, but accrued, 
amounting to $90. Also there were outstanding purchase orders for books in 
the amount of $70.
Assuming the town records budgetary accounts, prepare all statements necessary 
to show results of operation to June 30, 1951 and the financial position of the 
library as of June 30, 1951. Where alternate treatment of an item is possible, 
explain the alternate treatment and state the justification for your treatment.
No. 4  (15 points) (Optional with No. 3 )
A, B and C decide to practice law together from January 1, 1948. They enter 
into an agreement under which they share profits and losses in the proportion of 
50% , 25% and 25% , respectively, and agree to contribute $50,000 in cash in 
these same proportions to provide working capital. They decide to keep their 
books on a cash basis.
On January 1, 1949, B died and the remaining partners agreed to admit D, 
giving him a 20% share in the profits with a minimum guarantee of $10,00 per 
year whether operations are profitable or not. A and C have percentages of 45 and 
35, respectively. This partnership is of one year’s duration and at the end of this 
period C decides to retire but permits the use of his name in future partnerships 
subject to the payment to him of $5,000 per annum to be treated as an expense 
of the partnership.
As of January 1, 1950, a partnership is formed in which C’s name is utilized in 
accordance with his proposal and to which E is admitted. The partners’ interests 
in this partnership are as follows: A— 55%, D— 30%, E— 15%.
Since there were no substantial accruals at the end of the year, disbursements 
for expenses made during any one period were treated as expenses of the then 
current partnership. These disbursements were $70,000 in 1948, $80,000 in 1949 
and $90,000 in 1950.
Receipts of fees were as follows:
Earned By Partnership 
No. 1 No. 2 No. 3
1948 ........................................................................ $ 80,000
1949 .......................................................................  145,000 $40,000
1950 .......................................................................  50,000 $70,000
12 Examination Questions— May, 1951
Each new partnership agreement provided for the newly created partnership to 
purchase from the old partnership the $50,000 capital originally paid in by A, B and
C. The agreements also provided that the partners should bear the cost of acquisi­
tion of this amount in the proportion which they shared profits (and losses). How­
ever, it was agreed that an incoming partner, or one acquiring an increased per­
centage, need not make his contribution in cash immediately but could have the 
same charged to his drawing account. All such partners availed themselves of this 
privilege. Partners selling all or a part of their interest in capital are credited through 
their drawing accounts and immediately withdraw the amount of such credit. In 
addition to drawings made under this agreement, the partners or their heirs made 
cash drawings as follows:
A B C D E
1948 ...........................................  $10,500 $27,750 $13,750    
1949 ............................................ 40,000 4,750 5,000 $7,000
1950   10,000 5,000 15,000 2,500 $5,000
You are asked to prepare statements showing the details of transactions in the 
partners’ drawing accounts and capital accounts for each of the years involved. 
The partners wish you to prepare these accounts in such form that the balance 
at the end of each year which was available for withdrawal by each partner is 
shown in that partner’s drawing account. They wish their capital accounts to reflect 
only the $50,000 original investment.
May 17, 1951; 9 a.m. to 12:30 p.m.
[This paper is intended to test the extent of your knowledge of accounting 
theory and your ability to apply the knowledge you have acquired. Due weight 
will be given to the arguments presented to support your answers, even though 
the examiners may not agree with your conclusions.]
GROUP I
(Answer all questions in this group)
No. 1 (12 points)
The H  Manufacturing Company is engaged in manufacturing items to fill specific 
orders received from its customers. While at any given time it may have substantial 
inventories of work in process and finished goods, all such amounts are assignable 
to firm sales orders which it has received.
The company’s operations, including the administrative and sales functions, are 
completely departmentalized. Its cost system is on a job order basis. Direct mate­
rials and direct labor are identified with jobs by the use of material issue tickets 
and daily time cards. Overhead costs are accumulated for each factory service, 
administrative and selling department. These overhead costs, including adminis­
trative and selling expenses, are then allocated to productive departments and an 
overhead rate computed for each productive department. This rate is used to apply 
overhead to jobs on the basis of direct labor hours. The result is that all costs and 
expenses incurred during any month are charged to work-in-process accounts for 
the jobs.
a. You are to compare this system, as it affects inventory valuation, with the usual 
system for manufacturing businesses.
b. You are to criticize the system as it affects inventory valuation and income 
determination.
c. You are to state any justification which you see for the use of the H Com­
pany’s system.
No. 2 (12 points)
Because of its large volume of business, the Hall Company is operating its plant 
70 hours a week instead of the 35 hours a week which it usually operates. The 
company computes depreciation on a straight-line basis. Because of the increased 
rate of operation, the treasurer has suggested that depreciation rates should be 
doubled.
Discuss this suggestion of the treasurer, including a full discussion of the factors 
that should be considered by the company in determining rates of depreciation. 
Do not consider income-tax effects.
EXAMINATION IN THEORY OF ACCOUNTS
No. 3 (8  points)
The ABC Partnership is a general construction contractor engaged in construct­
ing residences and small stores under firm price contracts. The partnership has 
underway, on December 31, 1950, ten contracts, each of which is 80% completed. 
The partnership follows the “completed contracts” basis of accounting, under 
which gains or losses on contracts are recognized only upon completion of the 
contract and acceptance by the customer. As of January 1, 1951, the partnership
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is to be converted into a corporation, with A, B and C as the sole stockholders. 
It is proposed to continue the use of the “completed contracts” basis in the cor­
poration and to transfer contracts in process from the partnership to the corpora­
tion at book value without recognition of gain or loss to December 31, 1950, sub­
ject only to normal year-end adjustments.
Discuss the propriety of this proposal from the accounting point of view, with 
special reference to its effect on a proper showing of profits in both the partnership 
and its corporate successor. Do not discuss income-tax effects.
No. 4  (8  points)
For some time Mr. Friend has operated a small grocery. He has limited his 
accounts to single-entry records and has engaged outside assistance only for prep­
aration of his tax return. He has never needed to obtain credit and does not expect 
to need to do so. Mr. Friend approaches you with the statement that he has heard 
of “double entry” and would like to know what benefits, if any, he would derive 
from the use of such a system.
Prepare a brief statement of the advantages to Mr. Friend of using double-entry 
bookkeeping, and also indicate the disadvantages, if any.
No. 5 (10 points)
Accountants frequently refer to a procedure as being “conservative.” Explain 
what is meant by “conservative” accounting procedures. Discuss the question of 
the extent to which it is possible to follow accounting procedures which will result 
in consistently conservative financial statements over a considerable number of 
years.
GROUP I
(Answer any four questions in this group. No credit will be given for 
additional answers and if submitted only the first four answers will
be considered.)
No. 6 (1 2 ½  points)
The December 31, 1950 balance-sheet of a medium-sized manufacturing cor­
poration did not include the following items among the current liabilities: (All 
are material in amount.)
a. Notes payable to a group of twelve stockholders, the notes to become due and 
payable on demand of at least eight of the group.
b. A note due March 31, 1951, in settlement of which the holder accepted pre­
ferred stock on January 6, 1951.
c. Rent collected in advance.
For each of the items above, you are to give arguments to justify the exclusion 
from current liabilities. If your answer involves assumptions as to facts not given 
in the question, state your assumptions.
No. 7 (1 2 ½  points)
A golf club constructed a club house at a cost of $100,000. It was financed by a 
$100,000 bond issue, the funds being furnished by various members. The bonds 
are due in 50 years and are to be called by lot at the rate of $2,000 a year. A
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2% depreciation rate is considered to be proper. You are asked by the directors 
of the club to advise them as to whether the provision for the $2,000 annual re­
duction of the bond issue, the annual depreciation of $2,000, or both, should be 
included in the budget to be covered by club dues and green fees. Explain the 
effect of the various alternatives.
No. 8 (1 2 ½  points)
The published report of a corporation was criticized because it was claimed 
that the income statement does not by any means give a clear picture of annual 
earning power and that the balance-sheet does not disclose the true value of the 
fixed assets.
Considering the criticism made, you are to prepare an explanation of the nature 
and purpose of the income statement and of the balance-sheet, including an ex­
planation of their limitations.
No. 9  (1 2 ½  points)
The P Corporation has made substantial advances of cash to S Corporation, 
its wholly owned subsidiary. S uses some of the cash to purchase a block of P 
Corporation stock in the open market. S also issues some of its own stock, which 
it sells to P, using the cash received to repay the advances received from P.
You are to give your opinion of each of the following practices:
a. The stock of P owned by S is shown as an “Investment” on the consolidated 
balance-sheet of P and S.
b. Dividends on the stock of S are shown as a non-operating income on the 
income statement of P.
c. The total of dividends declared but not paid on the stock of P are shown as 
a current liability on the consolidated balance-sheet of P and S.
No. 10 (1 2 ½  points)
a. Discuss the question of the date on which real estate taxes should be con­
sidered to accrue for financial statement purposes, including in your discussion 
some consideration of the amount that should be charged to the income ac­
count of any year.
b. State the federal income-tax rules as to accrual of real estate taxes.
c. A manufacturing company uses a different tax period over which property tax 
is accrued on its books from that which it must use in preparing its federal 
income-tax return. Describe the adjustments necessary on the return illustrating 
with figures from an assumed case.
EXAMINATION IN AUDITING 
May 18, 1951; 1:30 to 5 p.m. 
(Answer all questions)
No. 1 (10  points)
You are engaged in making the audit of a corporation whose records have not 
previously been audited by you. The corporation has both an independent transfer 
agent and a registrar for its capital stock. The transfer agent maintains the record 
of stockholders and the registrar checks that there is no overissue of stock. Signa­
tures of both are required to validate certificates.
It has been proposed that confirmations be obtained from both the transfer agent 
and the registrar as to the stock outstanding at balance-sheet date. If such confirma­
tions agree with the books, no additional work is to be performed as to capital stock.
If you agree that obtaining the confirmations as suggested would be suff icient in 
this case, give the justification for your position. If you do not agree, state specific­
ally all additional steps you would take and explain your reasons for taking them.
No. 2 (10  points)
Your client, who sells on credit, has several bank accounts. A reconciliation of 
one of these acounts as of the balance-sheet date appears as follows:
Balance per bank, December 31, 1950 ...................................................  $5,000
Add—Deposit in transit ...........................................................................  1,000
T o ta l.............................................................................................  $6,000
Less—Outstanding checks .........................................................................  50
Balance per books, December 31, 1950 ...................................................  $5,950
The book balance of $5,950 is shown as cash on the balance-sheet.
As to the $1,000 shown as a deposit in transit, you are to:
a. Briefly describe the major possibilities of fraud or error.
b. List the audit procedures that might be followed in a regular annual audit which 
would help to verify the deposit in transit. Explain fully how these procedures 
would help to verify the deposit in transit and detect possible fraud or error.
No. 3 (7 points)
One of your new clients values inventory by a procedure which you have not 
previously seen used by any company. In order to avoid a qualification in your 
report, you wish to determine whether or not that procedure is in accordance with 
generally accepted accounting principles. Explain how you would determine the 
acceptability of the procedure.
No. 4  (12 points)
The partnership of Allen & Bask was formed April 1, 1949. Their capital con­
tributions were: Allen $25,000 in cash; Bask $25,000, consisting of the assets 
listed below;
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Fair Value 
Apr. 1 , 1949
Land .......................................................................  $ 2,400
Building...................................................................  18,000
American Products Corp.—10 shares .................. 2,080
U. S, Treasury 2% bonds, $1,000 face amount . . . 1,020
City of Nash, Ohio, 4% bonds, $1,500 face amount 1,500
$25,000
* Cost $20,000 less depreciation to April 1, 1949 on a 40-year life.
Acquired by Bask
Date
1945
1945
1949
1939
1939
Cost
$ 2,400 
18,000* 
1,150 
1,000 
1,475
The agreement provides for interest on original capital at 4% per year, an an­
nual salary to Allen of $5,500 and the balance of profit or loss including all gains 
or losses to be divided one-third to Allen and two-thirds to Bask.
During the year ended March 31, 1950, the interest and $4,000 of Allen’s salary 
were paid. Operations, as they were recorded in the accounts, are summarized 
below:
Income:
Sales .......................................................................................................  $50,000
Profit on sale of land and building on June 30, 1949 ......................  4,550
Dividends on American Products Corp. stock .................................  15
Interest on U. S. Treasury bonds.......................................................... 20
Interest on City of Nash bonds...........................................................  60
Total income .............................................................................  $54,645
Costs:
Cost of goods so ld .....................................................   $30,660
Loss on sale of 10 shares American Products Corp., May 15, 1949 . . 180
Office salaries.........................................................................................  2,170
Taxes.......................................................................................................  1,300
Miscellaneous administrative and selling expense...............................  2,800
Contribution to community chest ........................................................ 80
Rent—after land and buildings were so ld ...........................................  1,800
Depreciation on building ...................................................................... 125
Depreciation on furiture and equipment.............................................  530
Partner’s salary .....................................................................................  4,000
Interest on capital.................................................................  2,000
Total costs .................................................................................  $45,645
Profit ..................................................................................................... $ 9,000
Submit a summary of the data to be reported in Schedule I (Partners’ Shares 
of Income and Credits) of the federal partnership return of income for the year 
ended March 31, 1950. Your supporting computations should be clearly presented.
No. 5 (12 points)
a. In auditing practice, confirmation of accounts payable is less common than con­
firmation of accounts receivable. Give reasons why this is so.
b. Prepare a confirmation request for notes payable.
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No. 6 (7 points)
In the making of annual audits there has been a trend away from the detailed 
checking of the accuracy of postings from books of original entry to the ledgers. 
Explain why this has occurred. State what procedures other than the checking 
of postings can give the auditor assurance as to the correctness of the postings and 
explain how they are effective in eliminating the need for detailed checking of 
postings.
No. 7 (16  points)
In 1949, Clar Chemical Corporation developed a new product with great poten­
tialities as a building material, and a contract was signed with Paulin Manufacturing 
Company, Inc. to develop a commercial production process. Under the contract, 
Clar Chemical advanced $100,000 on October 1, 1949 to cover estimated devel­
opment costs. These costs were defined as direct labor and direct material plus 25% 
of these direct costs to cover overhead. No profit was allowed, but when a success­
ful process is developed Paulin Manufacturing is to be licensed to manufacture 
the product.
Th e contract calls for monthly progress reports and a monthly statement of costs 
charged against the advance. Off icials of Paulin Manufacturing Company have 
carefully abided by the terms of the contract. However, because they believed the 
$100,000 advance was not an asset of Paulin Manufacturing Company, they de­
posited it in a special account which was not in their regular depository, and made 
no entry on the books of the company.
At the end of each month, time cards and material requisitions were analyzed 
and the costs applicable to this contract were accumulated on the required monthly 
statement, but no entry was made on the company’s books. A check was then 
drawn on the special account and deposited in the regular account as a cash sale 
for the amount shown on the statement.
At December 31, 1949, the unexpended balance of the special account was 
$43,750, but the check for December costs of $20,500 was not drawn until Janu­
ary 5, 1950. On January 10, 1950 you commence an annual audit of Paulin Man­
ufacturing Company, Inc. for the year ended December 31, 1949.
a. Give all procedures by which you might discover the existence of the contract.
b. If you discover the existence of the contract, what auditing procedures would 
you follow in connection with the contract?
c. How should the information about balances or transactions in connection with 
the contract be shown on the balance-sheet?
No. 8 (18  points)
The Witt Company is engaged in manufacturing. Certain features of its operating 
methods are described below.
You are to consider the procedure for each of the activities as described and 
point out the existing deficiencies, if any, in internal control, including an explana­
tion of the errors or manipulations which might occur in view of each weakness 
and your recommendations as to changes in procedures which could be made to 
correct the weakness.
a. When materials are ordered, a duplicate of the purchase order is sent to the 
receiving department. When the materials are received, the receiving clerk 
records the receipt on the copy of the order, which is then sent to the account­
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ing department to support the entry to accounts payable and material pur­
chases. The materials are then taken to stores where the quantity is entered 
on bin records.
b. Time cards of employees are sent to a tabulating machine department which 
prepares punched cards for use in the preparation of payrolls, payroll checks 
and labor cost distribution records. The payroll checks are compared with the 
payrolls and signed by an off icial of the company who returns them to the 
supervisor of the tabulating department for distribution to employees.
c. The company has an employee bond subscription plan under which employees 
subscribe to bonds and pay in installments by deductions from their salaries. 
The cashier keeps the supply of unissued bonds in a safe together with the 
records showing each employee’s subscription and payments to date. The 
amounts of unissued bonds in the hands of the cashier and the balances due 
from employees are controlled on the general ledger, kept in another depart­
ment. However, the employees may, if they desire, pay any remaining balance 
to the cashier and receive their bonds.
When an employee makes a prepayment, the cashier notes the amount on 
his account, delivers the bond and receives a recepit from the employee for 
the amount of the bond. The cashier deposits bond cash received in an employee 
bond bank account and submits a report showing the transaction to the general 
ledger department; this report is used as a basis for the necessary adjustments 
of the control accounts. Periodic surprise counts of bonds on hand are made by 
independent employees, who check the amounts of unissued bonds and em­
ployees’ unpaid balances with the control accounts.
During the cashier’s lunch hour or at other times when he is required to be 
absent from his position, another employee, with keys to the safe in which 
unissued bonds and employee bond payment records are kept, comes in and 
carries out the same procedures as enumerated above.
d. A sales branch of the company has an off ice force consisting of the manager 
and one assistant. The branch has a local bank account which is used to pay 
branch expenses. This is in the name of “The Witt Company, Special Account.” 
Checks drawn on the account require the manager’s signature or the signature 
of the treasurer of the company. Bank statements and cancelled checks are re­
turned by the bank to the manager, who retains them in his files after making 
the reconciliation. Reports of disbursements are prepared by the manager and 
submitted to the home off ice on scheduled dates.
No. 9 (8  points)
In a customary annual examination of the accounts of a manufacturing com­
pany, the president of the corporation has requested that you confine your work 
to the banlance-sheet at the year end and certify to the balance-sheet only. He con­
tends that if the balance-sheet is verified and you have previously verified the 
balance-sheet at the close of the preceding year, then the net income for the year 
must be the difference. Hence, he contends, there is no necessity for spending the 
time to check the income statement.
What reasons would you advance for the desirability of checking the income and 
expense account in sufficient detail to permit certification thereof? (Disregard any 
income-tax consideration.)
May 18, 1951; 9 a.m. to 12:30 p.m.
[The purpose of these questions is to test the candidate’s knowledge of text­
book treatment of problems inherent in business transactions and the audit 
thereof. Except for objective type questions, credit will not be given for an 
answer unaccompanied by a statement of reasons. Answers to questions in­
volving negotiable instruments, partnerships and sales should be based on the 
provisions of the pertinent uniform laws.]
GROUP I
(Answer all questions in this group)
No. 1 (10 points)
a. Name and describe four important rights of a shareholder in a corporation.
b. After a dividend has been declared, but before it has been paid, are the share­
holders secured or unsecured creditors? Explain.
c. What is mant by a stockholder voting by proxy?
d. Name three circumstances under which a dividend may be revoked.
No. 2 (10  points)
B purchased from S two piles of lumber at $70 a thousand feet, the contract
being silent as to when title was to pass. B was to load the lumber and truck it
away within the next three months, paying for each quantity trucked away within
thirty days from the date it was taken.
a. If one of the piles of lumber is destroyed by fire before delivery, must B pay 
for it? Why?
b. Shortly after the contract was made, B sold the lumber to T for $85 a thou­
sand, T paying B in cash for it. T sought to haul the lumber away but S re­
fused to let him take it. Under what conditions, if any, has S the right to deny 
delivery to T?
c. Assume B failed to take any of the lumber within five months following the 
sale and at the close of the fifth month S resold it to X at $90 a thousand. 
Must S account to B for the $20 a thousand excess?
EXAMINATION IN COMMERCIAL LAW
No. 3 (10 points)
A sold a refrigerator to B and accepted B’s negotiable promissory note for $600 
in payment. The note was payable to A’s order one year after the date of issue. 
Thirty days later, A endorsed the note with a blank endorsement and sold it to 
P Bank for $550. P Bank credited A’s checking account with that amount, which 
brought A’s balance to $725. A drew checks for a total of $675 which P Bank 
honored. The bank then learned that the refrigerator had not been delivered by A. 
The note is now due and unpaid. B pleads lack of consideration for the note when 
sued by the bank.
a. Would B’s defense hold against P Bank if P Bank were a holder in due course?
b. Is P Bank a holder in due course?
c. Assume that P Bank is a holder in due course. How much would you allow 
P Bank to recover from B on the note?
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No. 4  (10  points)
C contracted to build an off ice building for O according to agreed specifications 
at a cost of $190,000. At a later date C discovered that he had made a $15,000 
error in his calculations. Before work starts, may he have his contract rescinded 
because of this mistake?
Assume in (a) above that no error had occurred, but that prior to the begin­
ning of construction material costs increased $20,000. If O promised in writing 
to pay that additional amount at the date of the completion of the building, is 
the promise enforceable?
If O leases to T  a suite of rooms in a proposed new building at $130 a month, 
the lease to begin on October 1, but the building is not available for occupancy 
until December 1, is O liable in damages to T?
a.
b
c.
No. 5 (10 points)
a. What warranties may a properly appointed agent make to third parties in con­
nection with title in a sale of personal goods?
(1) When must an agency relationship be created by a written instrument? 
Why?
(2) Name and describe one instance where the agent’s authority must be in 
writing.
Name four situations which may terminate the authority of the agent by opera­
tion of law regardless of the consent or intention of the parties to that rela­
tionship.
b.
c.
GROUP II
(Answer any five questions in this group. No credit will be given for 
additional answers and if submitted only the 
first five answers will be considered.)
No. 6 (10  points)
On March 15, 1948, B was adjudicated a bankrupt. On January 10, 1948, B 
had given to C a chattel mortgage on his delivery equipment to secure a past- 
due $4,000 obligation which he owed to C. Assuming the mortgage was 
promptly recorded but that T, the trustee in bankruptcy, desires to avoid the 
mortgage and treat C as an ordinary creditor, has he the right to do so? Why? 
Is insolvency of a debtor an act of bankruptcy?
What is the purpose of involuntary bankruptcy as distinct from voluntary 
bankruptcy?
B grossly misrepresented to C merchandise which he sold to the latter. Shortly 
thereafter B became a bankrupt. C was permitted to file a claim for $500 for 
the amount of loss sustained, but actually received only 20% dividend from 
the bankrupt’s estate. A year after he received his discharge B inherited some 
property and C desires to collect the remaining $400. May C collect the re­
maining $400? Explain.
a.
No. 7 (10 points)
a. Identify and distinguish between a straight bill of lading and an order bill of 
lading.
b. A shipped a carload of furniture over the M Railroad. The railroad issued a
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bill of lading to the order of A, B stole the bill, endorsed A’s name on it and 
sold it to C, an innocent purchaser, for value. M Railroad surrendered the 
furniture to C when C produced the bill of lading. Did C have title to the 
furniture? Explain,
T, employee of X Railroad, issued an order bill of lading to his friend, B. The 
bill purported to cover a carload of scrap iron shipped over X Railroad. Actu­
ally no iron was shipped although T’s duties included the issuance of bills of 
lading for the railroad. B endorsed the bill and sold it to P, a bona fide pur­
chaser for value. Can P hold X Railroad liable? Why?
No. 8  (10  points)
S and T, by separate contracts with B, agreed to act as sureties for A who had 
borrowed $5,000 from B. A also pledged bonds worth $4,500 with B as additional 
security for the payment of the debt. The debt is now due and unpaid. Give short, 
explanatory answers to the following questions:
a. In the event B now wishes to recover the amount of the debt from S and T, 
may he do so without first selling the bonds?
b. Suppose that A should pay B $4,000 and B applied the payment on an earlier 
unsecured debt owed B by A. Could B hold S and T for the $5,000 debt in 
full if A had said nothing as to which debt he was paying?
c. If B should extend the debt for thirty days by valid contract with A, are S and 
T relieved of liability, assuming no knowledge or consent on their part of the 
extension agreement?
d. Would S be liable for the total $5,000 debt to B, if B saw fit to ignore T and 
sue S for the full amount?
e. Assume that B could hold S for the full amount. Has S any recovery against T, 
if nothing is said about recovery in the suretyship agreements?
No. 9 (10  points)
L leased a room in a business building to T for five years at $600 a month for
use as a restaurant.
a. If the lease is oral but T  spent $4,000 for improvements, took possession and 
paid rent for three months, may L terminate the lease?
b. If the lease is written, but T’s business is quite poor during the second year, 
and L promises to accept during the remaining four years $400 each month in 
full of the rental, and each month gives a receipt in full for that month’s rental, 
may he later recover the $200 a month shortage?
c. Assume the lease was written and that L had told T the measurement of the 
room was 90 feet by 58 feet, whereas it was 75 by 50; may T have the lease 
rescinded if L made the statement in good faith? Assume T had not taken 
possession.
d. If in negotiating the written lease L knew that a nearby business which em­
ployed 1,500 people accustomed to eating lunch in the neighborhood was about 
to install a cafeteria for its own employees but said nothing of this to T, may T 
have the lease avoided because of fraud?
c.
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No. 10 (10  points)
a. When and how may a valid offer to contract be revoked (withdrawn)?
b. Describe one situation under which an offer, once made, may not be revoked.
c. A certified public accountant desiring to retire from practice sells his business, 
including goodwill. As part of the contract of sale, he agrees not to engage in 
the practice of public accounting for ten years. Is such an agreement en­
forceable?
d. An employee desires to terminate employment under a contract which has two 
more years to run. His employer indicates that he would be willing to acquiesce 
in such termination if the employee will agree not to seek similar employment 
with another firm. Under what circumstances would this agreement be en­
forceable?
No. 11 (10 points)
The following statements are based on the Uniform Partnership Act. On your 
paper you are to list the numbers 1 through 10. Opposite each number you are to 
write the word “True” if the statement is true or the word “False” if the statement 
is untrue. Grade will be based on the number of correct answers. No reasons need 
be given to support your answers.
1. A partnership is dissolved when any partner withdraws from the partnership.
2. The sale or assignment of his interest in the partnership by one partner will 
dissolve a partnership.
3. Bankruptcy of either the partnership or of an individual partner will dissolve 
a partnership.
4. Even though a partnership agreement is, by its terms, to exist for 5 years, any 
partner may dissolve the partnership by withdrawing at the end of the second 
year.
5. When a partnership is dissolved, all third parties who have not dealt on credit 
with the partnership in the past are deemed to know of the dissolution.
6. When a new partner is admitted into an existing partnership, the business 
may be continued without liquidation of the affairs of the previous partnership 
but the former partnership is dissolved.
7. Creditors of the new partnership (see 6 above) have rights to all of the assets 
of the new partnership, the creditors of the former partnership having no 
rights against such assets.
8. A new partner who is admitted to an existing partnership is personally liable 
for all debts of such partnership incurred before his entrance into the part­
nership.
9. When a partner withdraws from a partnership, he remains personally liable 
for debts of the  firm incurred before his departure from the partnership.
10. Upon the death of a partner, his right in specific partnership property, includ­
ing real estate, vests in the surviving partner or partners to the exclusion of 
the deceased partner’s widow or heirs.
No. 12 (10  points)
The following statements are based on the Uniform Negotiable Instrument Act. 
On your paper you are to list the numbers 1 through 10. Opposite each number 
you are to write the word “True” if the statement is true or the word “False” if
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the statement is untrue. Grade will be based on the number of correct answers. No 
reasons need be given to support your answers.
1. An instrument which stipulates no maturity date is non-negotiable.
2. An instrument which calls for a principal sum with interest, but which stipu­
lates no rate of interest, may be negotiable.
3. An instrument payable on a contingency may be negotiable if the stipulated 
event occurs.
4. An instrument payable on an event which is bound to happen, such as death, 
may be negotiable.
5. If the holder of an instrument may elect to require the maker to do some­
thing in lieu of paying money, the instrument may be negotiable.
6. If an instrument fails to specify the value for which it is given, it is not ne­
gotiable.
7. If an instrument is payable to “cash or order,” it is not negotiable.
8. An instrument payable to the order of a designated payee becomes bearer 
paper when the payee endorses it in blank.
9. An instrument may be negotiable although it stipulates no place of payment.
10. An instrument issued on July 1, 1950, which states that July 10, 1950 is the
day of issue, is not negotiable.
Examination, November, 1951
EXAMINATION IN ACCOUNTING PRACTICE— PART I 
November 7, 1951; 1:30 to 6 p.m.
(Solve all Problems)
No. 1 (15 points)
The following questions relate to federal income taxes. An answer sheet has 
been provided for your convenience. No reasons need be given to support your 
answer. Your grade will be based entirely on the number of correct answers you 
submit.
a. The following 17 items are to be considered as to whether they are essentially 
true or false statements. If the statement is true, enter the letter (a) on your 
answer sheet. If the statement is not true, enter the letter (b).
1. X, a single man, over 65 years of age, supports a sister who is 67 years 
of age and who has no income. X is entitled to $2,400 in exemptions.
(a) True, (b) False.
2. An infant son, who has $525 in gross taxable income, cannot be claimed 
by his father as a dependent. (a) True, (b) False.
3. Interest on principal amount of $10,000 of U. S. Savings Bonds in the 
name of an individual issued prior to March 1, 1941, is excluded from 
gross income. (a) True, (b) False.
4. Unemployment insurance benefits paid by a state do not constitute taxable 
income to the unemployed recipient. (a) True, (b) False.
5. Monthly payments received by a wife under a decree of separate mainte­
nance, where such decree does not provide for a fixed amount payable in 
installments, are not includible in the wife’s gross income. (a) True,
(b) False.
6. The sale of municipal bonds, the interest of which is non-taxable, at a 
gain gives rise to a taxable transaction. (a) True, (b) False.
7. Real property owned by a taxpayer and not used in a trade or business 
is a capital asset. (a) True, (b) False.
8. Salary payments to employees serving in the Armed Forces are deductible 
as an expense by the employer who pays them. (a) True, (b) False.
9. Taxpayer during the year pays $60 federal excise tax in connection with 
the purchase of a television set for his personal use. Taxpayer may deduct 
this $60 on his personal income tax return. (a) True, (b) False.
10. Stock owned by a taxpayer becomes entirely worthless in 1949. Taxpayer 
does not discover this fact until 1951. Deduction can be taken on the 
1951 tax return. (a) True, (b) False.
11. Bonds which cost taxpayer $8,000 are sold in a bona fide transaction to 
his son, Y, for $7,000. Taxpayer may not take a deduction for the loss 
sustained. (a) True, (b) False.
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12. Estates and trusts are permitted to use the “standard deduction” in the 
determination of net income. (a) True, (b) False.
13. T, who is on the cash basis, pays $500 in 1950 for fire insurance on his 
income-producing realty. The premium paid on the policy covers a three- 
year period. He may take this $500 as a business expense in the year 
1950. (a) True, (b) False.
14. P, an architect on the cash basis, renders special services extending over 
the period 1946-1950, for which a fee of $10,000 is charged. He received 
$3,500 in 1946 and the balance in 1950. P may take advantage of the 
“36-month, or compensation for long-term services, rule” in computing 
his net income for 1950. (a) True, (b) False.
15. X Corporation conducts an advertising campaign during 1950, spending 
$100,000. It is expected that such campaign will benefit the next five 
years. This expense may be prorated for tax purposes over the five-year 
period. (a) True, (b) False.
16. A taxpayer on the accrual basis may properly take as a deduction in the 
year 1950 the following:
(1) Provision for self-insurance.
(2) Additions to a reserve for ordinary repairs.
(3) The cost of “making good” on a guarantee 
in the year 1951 for sales made in 1950.
17. The “back pay” rule is applicable to a taxpayer who received only the 
following during the year 1950:
(1) Salary of $6,000 for 1950 and “back pay” 
of $2,000.
(2) Salary of $5,000 for 1950, “back pay” of 
$1,000 and dividend income of $2,000.
(a)
(a)
True,
True,
(b)
(b)
False.
False.
(a) True, (b) False.
(a) True, (b) False.
(a) True, (b) False.
b. The following are to be answered by indicating the letter which identifies the 
correct amount for each situation:
1. Y, an employee of X Corporation, received on June 30, 1950 as compen­
sation, 100 shares of X Corporation common stock, par value $10 a 
share, which has a market value on June 30, of $14 per share. On De­
cember 31, 1950, the stock has a market value of $12 a share. Y should 
report as income for the year 1950 in respect to the stock received: (a) 0,
(b) $1,000, (c) $1,200, (d) $1,400, (e) some other amount.
2. Lessee A completes on January 1, 1940 a building costing $100,000 with 
an estimated life of 20 years. On January 1, 1950 the lease expires, and 
lessor B repossesses the improved property. At that time the building has 
a fair market value of $80,000. B should report as income for the year 
1950 in respect to repossession of the leased property: (a) 0, (b) $20,000,
(c) $50,000, (d) $80,000, (e) some other amount.
3. T owns a warehouse which has an adjusted basis of $40,000 and which 
is condemned by the state to make way for a highway. The state pays T 
$50,000, of which he immediately uses $46,000 to erect a new ware­
house. In respect to this “involuntary conversion,” T should report for 
income purposes: (a) 0, (b) $4,000, (c) $6,000, (d) $10,000, (e) some 
other amount.
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4. T purchased a machine on July 1, 1948 for $10,000. On July 1, 1951 it 
has an adjusted value of $2,500. On that day he sells the old machine for 
$4,500 and purchases a new machine for $9,000. The basis for the ma­
chine purchased July 1, 1951 is; (a) $4,500, (b) $7,000, (c) $8,000, 
(d) $9,000, (e) some other amount.
5. X, a married taxpayer with no dependents, has adjusted gross income of 
$6,000. During the taxable year, he paid hospitalization insurance premi­
iums of $39, his wife’s medical bill of $2,000, dental fees of $125, and 
fees of $25 for hire of ambulance. What amount is deductible on a joint 
return as medical expenses? (a) $1,250, (b) $1,589, (c) $1,889, 
(d) $2,189, (e) $2,500.
6. Taxpayer, T, who is in the business of selling vacuum cleaners on the 
installment plan, uses the installment method of reporting income for 
federal income tax purposes.
In the calendar year 1950, T had sales of $20,000, the vacuum cleaners 
costing $15,000. Collections were made as follows: 1950 —  $8,000; 1951 
—  $7,000; 1952 —  $5,000. The only selling and administrative expenses 
attributable to the above sales amounted to $800 and were all incurred 
and paid in 1950.
(1) Taxable net income for the year 1950 was: (a) $5,000, (b) $4,200,
(c) $2,000, (d) $1,680, (e) $1,200.
(2) Taxable net income for the year 1951 was: (a) $2,100, (b) $1,750,
(c) $1,470, (d) 0, (e) some other amount.
(3) Taxable net income for the year 1952 was: (a) $4,200, (b) $1,250,
(c) $1,050, (d) 0, (e) some other amount.
c. Mr. Charles Adams, a certified public accountant, conducts a public accounting 
practice in Blairtown, N. Y. During the year 1950, Mr. Adams attended the 
American Institute of Accountants convention in Boston. He is married and 
has two children. His son, James, age 20, who attends State University, worked 
during the summer of 1950 and earned $300, which was his only income for 
1950. His daughter, Sally, age 12, was the recipient of a gift of $5,000 from 
her uncle. Mr. Adams also provided the chief support for his blind father, age 
69, who had no income. Mr. Adams’ father died in November, 1950 and at his 
death he had a $1,000 ordinary life insurance policy payable to his son, 
Charles.
During the year, Mr. Adams received $18,000 in professional fees, $300 in 
dividends on his “GI” insurance policy (National Service Life) which has been 
in effect since 1942, and an auto worth $1,800 won as a prize in a raffle. Mr. 
Adams paid $1 for the raffle ticket. He received jury fees amounting to $40 
and $150 in dividend income. His professional expenses amounted to $8,000.
Mr. Adams owns his personal residence. The November hurricane resulted 
in a $500 loss to his home, which was covered by insurance, and this loss was 
reimbursed to Mr. Adams in 1950. In addition, he spent $300 repairing dam­
ages to his home caused by termites. He paid $400 interest to the Blairtown 
National Bank on $10,000 which he borrowed to invest in State of New York 
3% bonds. He contributed to the American Red Cross 10 shares of X Corpo­
ration stock which he purchased in 1947 at $40. The stock was worth $50 a 
share when the contribution was made.
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As a hobby, Mr. Adam cultivates orchids which he occasionally sells. An 
unseasonable freeze destroyed plants costing $200.
The following items concern possible deductions on Mr. Adams’ 1950 fed­
eral income tax return. Some of the items are deductible in determining ad­
justed gross income, some are deductible only in determining net income, and 
some are not deductible at all. You are to decide into which category each item 
falls. Indicate into which class the items fall by use of the following letters:
(a) Deductible in determining adjusted gross income, (b) deductible only in 
determining net income, (c) not deductible.
1. Tuition paid for his son at State University.
Payment of interest on the mortgage of Adams’ residence.
Rental cost of a safe deposit box in which Adams keeps his securities. 
Hotel expenses and rail fare incurred in attending the American Institute 
of Accountants convention in Boston.
Membership dues in the American Institute of Accountants.
Payment of penalty for late filing of 1949 federal income tax.
Payment of interest on a deficiency in federal income tax assessment for 
1946.
The loss sustained by the freezing of the orchids to the extent not covered 
by insurance.
The loss caused by termites to the extent not covered by insurance.
Th e value of the 10 shares of X Corporation stock contributed to his 
church.
Adams’ 1949 state income tax paid in 1950.
Adams’ 1949 federal income tax paid in 1950.
The expense of cultivating the orchids.
The $400 interest paid to the Blairtown National Bank.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
The following items involve certain receipts which Adams thinks he may 
properly exclude as income. Indicate whether or not Adams may exclude the 
items by use of the following letters: (a) Yes, (b) No.
15. The $300 summer vacation money earned by son, James.
16. The $5,000 gift received by his infant daughter, Sally.
17. The $300 insurance dividends on his National Service Life Insurance 
policy.
18. The value of the auto won as a prize at the raffle.
19. The $40 received for jury duty fees.
20. The $1,000 life insurance proceeds received in 1950 as a result of his 
father’s death.
No. 2 (20 points)
The Hardware and Furniture Company (a sole proprietorship) did not have 
complete records on a double-entry basis. However, from your investigation of 
their records you have established the information shown below. Using that infor­
mation you are to prepare a balance-sheet as of December 31, 1950 and an in­
come statement for the year.
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1. The assets and liabilities as of December 31, 1949 were:
Debit Credit
Cash ...........................................................................
Accounts receivable ...............................................
Allowance for loss on accounts..............................
Fixtures ...................................................................
Accumulated depreciation ......................................
Prepaid insurance ...................................................
Prepaid supplies .....................................................
Accounts payable ...................................................
Accrued miscellaneous expenses ............................
Accrued taxes .........................................................
Merchandise inventory ............................................
Note payable ...........................................................
Roberts, capital .......................................................
2. A summary of the transactions for 1950 as recorded in the
check book shows:
Deposits for the year (including the redeposit of $304
of checks charged back by the bank) ......................
Checks drawn during the y e a r ........................................
Customers’ checks charged back by the b a n k ..............
Bank service charges .....................................................
3. The following information is available as to accounts
payable:
Purchases on account during year ................................
Returns of merchandise allowed as credits against ac­
counts by vendors .....................................................
Payments of accounts by check ....................................
4. Information as to accounts receivable shows the following:
Accounts written off .......................................................
Accounts collected .........................................................
Balance of accounts December 31, 1950. (Of this bal­
ance $700 is estimated to be uncollectible) ..............
5. Checks drawn during the year include checks for the follow­
ing items:
Salaries .............................................................................
Rent .................................................................................
Heat, light and telephone ...............................................
Supplies ...........................................................................
Insurance .........................................................................
Taxes and licenses...........................................................
Drawings of proprietor .........................
Miscellaneous expense ...................................................
Merchandise purchases ...................................................
Note payable ...................................................................
$ 5,175
10,556
$ 740
3,130
1,110
158
79
4,244
206
202
19,243
5,000
26,839
$83,187
84,070
304
22
$57,789
1,418
55,461
$ 812 
43,083
11,921
$10,988
3,600
394
280
341
1,017
6,140
769
2,080
3,000
$28,609
6. Merchandise inventory December 31, 1950 was $17,807. Prepaid insurance amount­
ed to $122 and supplies on hand to $105 as of December 31, 1950. Accrued taxes 
were $216 and miscellaneous accrued expenses were $73 at the year end.
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7. Cash sales for the year are assumed to account for all cash received other than that 
collected on accounts. Fixtures are to be depreciated at the rate of 10% per annum.
No. 3 (15 points)
From the following information you are to prepare a statement showing the 
sources and applications of funds for the year 1950:
Balance-Sheet Accounts
Debits December 31
1949 1950
Cash ......................................................................... $ 40,409 $ 30,337
Accounts receivable ................................................. 67,186 65,638
Temporary investments ............................................ 112,500 85,000
Prepaid insurance ..................................................... 710 755
Inventories ................................................................. 82,164 94,438
Cash surrender value of life insurance policies . . . . 8,315 9,061
Unamortized bond discount ..................................... 4,305 2,867
Land, buildings, machinery and equipment ............ 172,778 207,782
$488,367 $495,878
Credits
Accounts payable ....................................................... $ 34,081 $ 31,314
Notes payable to banks ............................................. 40,000 45,000
Accrued interest, taxes, etc.......................... ............. 12,307 21,263
First-mortgage 4% serial bonds ................................ 82,000 68,500
Allowance for loss on accounts ................................ 4,630 3,815
Allowance for depreciation ....................................... 96,618 81,633
Allowance for inventory loss .................................... 1,000 7,500
Reserve for contingencies ......................................... 37,500 63,600
Common stock, $100 par value .................................. 100,000 92,500
Paid-in surplus ........................................................... 11,000 10,175
Retained earnings ....................................................... 69,231 70,578
$488,367 $495,878
The following information concerning the transactions is available:
1. Net profit for 1950 was shown by the profit and loss statement as $48,097. 
During the year 75 shares of the capital stock were repurchased at $111 
and were being held in the treasury. Subsequent to the stock reacquisition 
a 10% cash dividend was paid.
The 1950 premium on life insurance policies was $1,673. Expense was 
charged with $927 of this payment.
Machinery was purchased for $31,365 and machinery costing $32,625 was 
retired. The retired machinery had accumulated depreciation of $29,105 
at date of retirement. It was sold as scrap for $1,000 which was cred­
ited against the profit and loss on retirement of asset account. The remain­
ing increase in fixed assets resulted from construction of a building.
The serial bonds mature at the rate of $5,000 per year. In addition to the 
retirement of the $5,000 of bonds due in 1950, the company purchased 
and retired $8,500 of the bonds at $103. Both the premium on retirement 
and the applicable discount were charged to expense.
2.
3.
4.
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6. The allowance for inventory loss was created by a charge to expense in 
each year. It is set up to reduce the inventory value of obsolete items to 
estimated market value. Bad accounts of $3,702 were written off against 
the allowance for loss on accounts.
7. The reserve for contingencies was provided by charges against retained 
earnings. A debit to the reserve of $11,400 was made during the year. 
This represented the final settlement of a part of 1947 income tax liability 
which had been the subject of controversy.
EXAMINATION IN ACCOUNTING PRACTICE— PART II
November 8, 1951; 1 ;30 to 6  p.m.
(Solve Problem s 1 and 2 and either Problem  3 or Problem  4. If both 
Problem s 3 and 4  are  solved, grade will be based on Problem  3.)
No. 1 (1 2 ½  points)
As of January 1, 1942, Grant leased a building for 10 years to be used as a 
retail store. His agreement with the owner was as follows:
The annual rent payment was to be based on gross sales. On sales up to $150,000 
per year the rate was to be 3%. On any sales in excess of $150,000 per year the 
rate was to be 2%.
However, during the first five years of the term of the lease, the annual rental 
was to be a minimum of $4,000 per year after which the minimum was to be 
increased by 12½ %.
The lease further provided that if, in any one year, the rent based on sales did 
not equal the minimum annual rental, the minimum would be payable, but the 
amount paid solely as a result of such minimum could be applied in reduction of 
the next year’s rent to the extent that the next year’s rent exceeded the minimum 
for that year.
Gross sales by years including 1951 were as follows:
1942 .......................... $ 96,000 1947 .......................... $141,000
1943 .......................... 129,000 1948 .......................... 165,000
1944 .......................... 148,000 1949 ...........................  142,000
1945 .......................... 161,000 1950 ...........................  170,000
1946 .......................... 124,000 1951 .......................... 197,000
a. You are to compute the amount of rent payable each year under the terms of 
the lease.
b. Discuss the treatment in the financial statements of any amounts payable under 
the provision for payment of a minimum amount of rent.
No. 2 (1 2 ½  points)
The balance-sheet of the S Company on September 30, 1951 has the following 
items on the credit side of the statement:
Current liabilities ...................................................................................  $103,732
Bonds payable .....................................................................  300,000
Reserve for bond retirement .................................................................  160,000
6% Cumulative preferred stock, $100 par value (entitled to $110 and 
accumulated dividends per share in voluntary liquidation and to $100 
per share in involuntary liquidation). Authorized—3,000 shares, is­
sued—2,000 shares, in Treasury—150 shares .................................. 185,000
Common stock, $100 par value, authorized—10,000 shares, issued and
outstanding—4,000 shares .................................................................  400,000
Premium on preferred stock ..........................................   10,000
Premium on comm on.............................................................................  67,300
Retained earnings ...................................................................................  131,260
The company proposes to finance a plant expansion program by issuing an addi­
tional 2,000 shares of common stock. Common stockholders of record October 1, 
1951 were notified that they will be permitted to subscribe to the new issue at $150 
per share up to 50% of their holdings. The market value of the stock on October
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A ccounting Practice— Part II 33
1, 1951 was $172.50 per share. The stock goes ex-rights in the market on October 
3, 1951.
John Doe owns 100 shares of the S Company common which he purchased in 
1949 for $16,431.20. He does not want to exercise his rights but wishes to sell them.
a. You are to compute the book value of a share of common stock as of Septem­
ber 30, 1951. Preferred dividends have been paid or set up as payable through 
September 30, 1951.
You are to compute the theoretical value of John Doe’s rights as of October 
1, 1951.
You are to state the federal income tax rule as to stock rights and show the 
computation and treatment of the transaction if Doe sells his rights for $800. 
Indicate any further assumed facts on which your computation is based.
b.
c.
No. 3 (25 points) (Optional with No. 4 )
The following balances appear on the books of Memorial Hospital as of Jan­
uary 1, 1950:
Debits Credits
Cash on hand and in banks........................................ $ 143,866
Accounts receivable—patients.................................... 48,740
Sundry accounts receivable ...................................... 508
Inventory of supplies.................................................. 17,583
Prepaid insurance ...................................................... 3,294
Stocks and bonds........................................................ 3,702,010
Other investments........................................................ 225,950
Land ............................................................................ 25,000
Buildings ...................................................................... 402,305
Equipment.................................................................... 106,500
Allowance for loss on accounts.................................. $ 10,385
Accounts payable........................................................ 29,227
Other current liabilities .............................................. 38,014
Bonds payable—1st mortgage 5% ............................ 300,000
Advance payments by patients .................................. 6,364
Balance ........................................................................ 4,291,766
$4,675,756 $4,675,756
From the following information and summary of the transactions for the year 
ended December 31, 1950, you are to prepare work sheets showing by appropriate 
funds all information needed for (a) a statement of income and expense for the 
year and (b) a balance-sheet for each fund as of December 31, 1950. Changes 
in surplus accounts or in fund balances should be shown in additional columns 
unless all such changes are clearly identified in the balance-sheet columns.
(1) The stocks and bonds together with $112,808 of the cash belong to endow­
ment funds, the income of which may be used for general purposes of the 
hospital. An additional $12,150 of cash belongs to specific expendable funds. 
Buildings and equipment are stated net of depreciation which has been 
charged to the current expenses of each year. There is no intention to pro­
vide a fund for replacement of assets, and as assets are replaced, payments 
are made out of general cash. The other investments belong to endowment 
funds for specific purposes. The income from these funds may be used only 
for the designated purposes.
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(3)
(2 )
(4)
(5)
(6)
(7)
(8)
(9)
( 10)
( 11)
( 12)
(13)
(14)
(15)
(16)
(17)
(18)
Cash income from endowment fund stocks and bonds amounted to $138,710. 
Income from other investments amounted to $11,765.
Cash donations received amounted to $41,305, all except $10,500 of which 
was for current use. The $10,500 was expendable only for a designated 
purpose.
Services rendered pay patients amounted to $930,480 which was all re­
corded through accounts receivable— patients.
Cash collected from patients and prospective patients amounted to $925,428, 
of which $12,890 represented advance payments.
Cash of $1,375 was collected on sundry accounts receivable.
The allowance for loss on accounts was increased by $10,000. Patients’ ac­
counts totaling $6,302 are considered to be uncollectible and were written off. 
Depreciation on the buildings was $11,307. Depreciation on equipment was 
$18,541.
The following vouchers were approved:
Storeroom supplies— $78,240; Insurance— $11,624; General operating 
expenses— $979,731; Maintenance— $7,448; Replacement of equipment 
— $11,432; Interest on bonds— $15,000; Retirement of bonds— $10,000. 
Other current liabilities were credited with $505,212 of these $1,113,475 
of vouchers.
The carrying value of equipment replaced was $2,710.
Free services rendered during the year amounted to $108,000.
Services rendered patients (see No. 4) were covered by advance payments 
amounting to $14,105.
Cash disbursements were made of $502,701 in payment of other current 
liabilities and $610,043 in payment of accounts payable. Discounts taken 
on accounts payable amounted to $2,305.
Storeroom supplies of $72,578 were issued for general use and $1,073 of 
supplies were sold to employees and charged to sundry accounts receivable. 
Insurance expired amounted to $10,445.
Cash expenditures from specific expendable funds were $5,875.
Cash receipts for the year included unexpendable cash contributions of 
$50,000, proceeds from sale of stocks and bonds of $502,164 and proceeds 
from sale of other investments of $52,125.
Cash disbursements not vouchered consisted of $507,892 for purchase of 
stocks and bonds and $48,100 of the proceeds from sale of other investments 
which was invested in bonds.
There was a loss of $7,354 sustained on the sale of stocks and bonds and a 
$9,978 loss sustained on the sale of other investments.
No. 4  (25 points) (Optional with No. 3)
The town Company is a manufacturer, producing two principal products known 
as XO and MO. Incidental to the production of these products, it produces a by­
product known as Bypo. The company has three producing departments which it 
identifies as departments 101, 201 and 301. Raw materials A and B are started 
in process in department 101. Upon completion of processing in that department 
one-fifth of the material is by-product and is transferred directly to stock. One- 
third of the remaining output of department 101 goes to department 201 where it
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is made into XO and the other two-thirds goes to department 301 where it becomes 
MO. The processing of XO in department 201 results in a gain in weight of ma­
terial transferred into the department of 50% due to the addition of water at the 
start of the processing. There is no gain or loss of weight in the other processes.
The company considers the income from Bypo, after allowing five cents per 
pound for estimated selling and delivery costs, to be a reduction of the cost of the 
two principal products. The company assigns department 101 costs to the two 
principal products in in proportion to their net sales value at point of separation, 
computed by deducting costs to be incurred in subsequent processes from the sales 
value of the products.
The following information concerns the operations during April 1951:
Inventories
March 31 April 30
Quantity Quantity
(Pounds) Value (Pounds)
Department 101  ...............................................  None None
Department 201 . . . .  .........................................  800 $17,160 1,000
Department 301 ...................................................  200 2,340 360
Finished stock—X O .............................................  300 7,260 800
Finished stock—MO ___ ...................................  1,200 18,550 700
Finished stock—B ypo...........................................  None None
Inventories in process are estimated to be one-half complete in departments 
201 and 301, both at the first and last of the month.
Costs
Material Used
Department 101 ...................................................... $134,090
Department 201 ............................................................ —
Department 301 ............................................................ —
The material used in department 101 weighed 18,000 pounds.
Labor and Burden 
$87,442 
31,950 
61,880
Sales Prices 
XO—$29.50 per pound 
MO— 17.50 per pound 
Bypo— .50 per pound
Prices as of April 30th are unchanged from those in effect during the month. 
You are to prepare the following statements covering the operations of the 
Town Company. Present all supporting computations in good form.
a. Statement showing costs and production by departments for the month of 
April. The company uses first-in, first-out to cost out production.
b. A schedule of inventory values for work in process and finished goods as of 
April 30.
November 9, 1951; 1 :30 to 5 p.m.
[This paper is intended to test the extent of your knowledge of accounting 
theory and your ability to apply the knowledge you have acquired. Due weight 
will be given to the arguments presented to support your answers, even though 
the examiners may not agree with your conclusions.]
(Answer Any Eight Questions)
No credit will be given for additional answers and if submitted 
only the first eight will be considered.
No. 1 (1 2 ½  points)
In selecting a basis for pricing inventories, accountants have as one important 
objective the proper determination of income by matching appropriate cost against 
revenue. Does the pricing of inventories at “cost or market, whichever is lower” 
conflict with that objective? Discuss fully, including consideration of the effect of 
the “cost or market” rule on the usefulness of income statements and balance-sheets.
No. 2 (1 2 ½  points)
Receivables may be classified and identified on the balance-sheet under a num­
ber of different titles or captions. Give eight captions for receivables, all of which 
might appear on balance-sheets. Give reasons for using a number of sub-classifica­
tions for receivables on a balance-sheet instead of using a single caption for all 
receivables.
No. 3 (1 2 ½  points)
It has been proposed that the “reserves” section on the liability side of the 
balance-sheet be eliminated and that all such reserves be classified either as liabil­
ities or as part of the stockholders’ equity. Give the arguments for and against 
this proposal.
No. 4  (1 2 ½  points)
The G Corporation carries insurance considerably in excess of the book value 
of its fixed assets because of the increased cost of replacement. One of its buildings 
was destroyed by fire and the company collected an amount approximately three 
times the carrying value of the asset. It then used the entire proceeds from the 
insurance to construct a similar building. In your examination of the accounts 
you find that the company accountant, following instructions from the company 
president, has charged annual depreciation on the new building at the same amount 
as previously charged on the old building, although depreciation computed on the 
cost of the new building would be almost double the previous depreciation. The 
president’s argument is that the company must be consistent. Give a complete dis­
cussion of the propriety or impropriety of the procedure followed by the company. 
Do not consider income tax effects.
No. 5 (1 2 ½  points)
A manufacturing concern follows the practice of charging the cost of direct 
materials and direct labor to work in process but charges off all indirect costs 
(factory overhead) directly to profit and loss. State the effects of this procedure
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on the concern’s financial statements and comment on the acceptability of the
procedure for use in preparing statements.
No. 6 (1 2 ½  points)
a. Explain why footnotes to financial statements are sometimes necessary.
b. Give four different examples of information which might be disclosed in foot­
notes to financial statements.
c. Give four different examples of information which might be contained in an 
auditor’s long-form report but which probably would not appear in the auditor’s 
opinion or in the financial statements or footnotes.
No. 7 (1 2 ½  points)
An established business is to be sold as a unit. You are engaged to assist in deter­
mining the presence or absence of goodwill.
a. Define goodwill as related to this type of transaction.
Describe two methods which you consider useful for a purchaser of a business 
in computing the amount of goodwill of a business.
State the weaknesses and limitations of the two methods which you described 
in (b) above.
b.
c.
No. 8 (1 2 ½  points)
The X Company has a fiscal year ending on March 31. The controller is in the 
process of preparing the monthly statement of financial condition as of October 
31, 1951 and requests your advice in the determination of the correct liability 
for the federal income and excess-profits taxes at that date.
Net taxable income for the seven months ended October 31, 1951 is reported 
to be approximately $98,000. The company is not at all certain as to the earnings 
to be anticipated for the remaining five months of its fiscal year. The sales man­
ager states he believes the same rate of profit can be maintained as has been ob­
tained in the seven months ended on October 31. However, the controller is not 
optimistic, even suggesting that a loss will occur if needed materials are not obtained 
soon. The president recalls that only $30,000 was earned in the five months of 
the previous year between October 31, 1950 and March 31, 1951. He believes 
enough business can be completed to obtain that amount of earnings in the five 
months ending March 31, 1952. He is particularly anxious to have a correct deter­
mination of liability for these taxes at October 31, 1951 because he has arranged 
to sell part of his capital stock of the company at its book value on that date.
The controller informs you that the earnings of the current fiscal year will be 
subject to excess-profits tax to the extent they exceed approximately $75,000 ac­
cording to his computation of the excess-profits tax credit, which you find to be 
correct. Adequate provision has been made for taxes of prior years and you are to 
be concerned only with the interim period of the current year.
You are to prepare a brief memorandum for submission to the controller discuss­
ing the problems involved in determining the proper accrual of these federal taxes 
at October 31, 1951. Describe briefly the methods by which such accrual could 
be calculated and indicate the method which you consider preferable in the cir­
cumstances, giving reasons for your choice. Do not make, or describe in detail, the 
actual computations.
38 Examination Questions— November, 1951
No. 9 (1 2 ½  points)
In accounting for a testamentary trust, there is a problem of separating the items 
that should be charged against principal from the items that should be charged 
against income. You are to state whether each of the following items would be 
charged to principal or to income, assuming that the most general rule is to be 
followed. Give any explanation you consider necessary in connection with your 
answer.
(1) Federal estate taxes paid.
(2) Interest paid on mortgage on real estate.
(3) Depreciation of real estate.
(4) Legal fees for collection of rent.
(5) Special assessment tax levied on real estate for street improvement.
(6) Amortization of premium on bonds which had been purchased by the 
testator.
(7) Loss on sale of trust investments.
(8) Taxes on vacant city lots.
No. 10 (1 2 ½  points)
a. A stockholder who owns some stock in a listed corporation is concerned be­
cause she receives such small dividends. She has reviewed the last stockholders’ 
report and has concluded there is ample cash available for much larger divi­
dends. In additions to cash in banks, the corporation’s balance-sheet shows the 
following items which she believes represent cash funds:
1. A large “Paid-in surplus.”
2. Plenty of “Undivided profits.”
3. A large “Reserve for general contingencies.”
4. A substantial “Reserve for depreciation.”
In simple, non-technical language, explain the nature of the items which 
the stockholder has confused with cash.
b. The stockholder is further perturbed because the corporation’s most recent 
balance-sheet shows Goodwill at only $500,000, whereas a year before it had 
been shown at $1,000,000. She believes that a corporation which is losing 
goodwill so rapidly must be poorly managed.
In simple, non-technical language, write an explanation which should clear 
up the stockholder’s misunderstanding.
EXAMINATION IN AUDITING 
November 8, 1951; 9 a.m. to 1 2 :30 p.m.
(Answer all questions)
No. 1 (10  points)
Prepare a simple illustration of “lapping” of cash receipts, showing actual trans­
actions and the cash book entries.
No. 2 (12 points)
You are making a regular annual audit of a retail furniture store which sells on 
an installment basis. In outline form, prepare an audit program for installment 
notes receivable.
No. 3 (8  points)
a. It is your client’s policy to have invoices and supporting documents accompany 
all checks presented for signature. The signing officer insists that the invoices 
and documents be marked “paid” before he will review them and sign the 
checks. His objective is to preclude resubmission of the same invoices and 
documents in support of another check. Do you believe this procedure is 
effective? Explain.
b. You audit a small corporation which publishes fiction and other non-technical 
books. Sales are made by four salesmen to about 1,000 retail bookstores. Be­
cause of his familiarity with the bookstores, the sales manager has been asked 
to approve each order before shipment is made. In the case of delinquent 
accounts the sales manager decides whether or not further credit should be 
extended and his approval is necessary for any write-off of bad accounts. One 
bookkeeper and two billing clerks handle the accounting records. The other 
personnel are three editors and their secretaries and one production man who 
contracts with printers for the manufacture of the books. Shipments are made 
from the printers’ warehouses directly to the bookstores. In what ways are you, 
as an auditor, affected by the internal control over credit? Explain.
No. 4  (10  points)
You are the senior on an audit of a manufacturing corporation with about six 
hundred employees. A portion of your firm’s internal control questionnaire on 
payroll shows the following;
(1) Who prepares the payroll?
(2) Who prepares payroll checks?
(3) Who approves the payroll?
(4) Who signs payroll checks?
(5) Who distributes pay checks?
(6) Who authorizes pay rates?
(7) Who reconciles payroll account?
(8) Who controls unclaimed checks?
Answer—Payroll clerk 
Answer—Payroll clerk 
Answer—Chief accountant 
Answer—Assistant treasurer 
Answer—Department foremen 
Answer—Plant superintendent 
Answer—Chief accountant 
Answer—Chief accountant
What further questions should be included in the questionnaire to permit an 
appraisal of the effectiveness of the internal control over payroll? Explain why 
each of the additional questions is needed.
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No. 5 (10 points)
Your client has several accounts in the same bank. One of these accounts is 
restricted to weekly payroll disbursements and is operated on an imprest basis. 
The account should always reconcile to a zero balance and for this reason your 
client has not bothered to reconcile the account at any time during the year under 
review. The account does not appear in the general ledger.
In the course of your audit of the payroll account you examine all cancelled 
checks returned by the bank during the eight weeks following the balance-sheet 
date. Included among these are checks totaling $2,600 which are dated prior to 
the balance-sheet. The paymaster also has on hand unclaimed payroll checks for 
$200 dated prior to the balance-sheet. The bank statements shows a balance of 
$2,300 at the balance-sheet date.
Assuming that no fraud is involved and that no errors in footing have been 
made, give three possible explanations of the situation indicated by the figures. 
For each explanation, give the procedures you would follow to determine if the 
explanation were correct.
No. 6 (20 points)
As of December 31, 1951, you are conducting your firm’s first audit of the S 
Manufacturing Corporation. Although the corporation is small, it does have a 
chief accountant. He has already prepared statements for the year 1951 and in­
cluded therein the following analysis of surplus:
Balance, January 1, 1951 ...................................... $43,507
Net income for the year ........................................ 16,212
Gain on sale of equipment .................................... 146
Premium on sale of capital stock .......................... 3,200
Total cred its.......................................................... $63,065
Reserve for income tax on 1951 income .............. $ 5,000
Dividends p a id .......................................................... 5,000
Pension payments to retired off ic e r ........................ 2,000
Total debits .......................................................... $12,000
Balance, December 31, 1951 ................................ $51,065
a.
b.
Give in detail the procedures to be followed in the audit of each item in the 
above analysis except “Net income for the year.” Your engagement does not 
include the preparation of the income tax return.
State the changes you would recommend in the presentation of these items in 
the financial statements. Give reasons for any changes recommended. Give the 
justification for not changing the items which you believe are properly presented.
No. 7 (15 points)
Your client, The Pram Corporation, manufactures baby carriages as its only 
product. The corporation maintains perpetual inventory records in quantities and 
values and also takes a complete physical inventory each October 31. You 
observed the physical inventory at October 31, 1950 and were satisfied with the 
procedures followed. From your test counts you are satisfied that the client’s 
counts were substantially accurate.
There were differences between the client’s count and the perpetual records for 
about 75% of the items. Before adjusting the inventory records for the larger differ­
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ences, of which there were about 25, the records were checked and the items were 
recounted. Typical examples of adjustments for the larger differences are:
Perpetual Record Perpetual Record 
Description of Item Before Adjustment After Adjustment
Black paint (in gallons) .............................. 662 647
Cotter pins (in dozens) ................................ 2,260 2,160
Hub caps .....................................................  8,592 8,708
Assembled wheels ........................................ 6,901 6,883
The Pram Corporation made no further physical tests of inventories during 
1950. For its year-end closing at December 31, 1950, the corporation used inven­
tory quantities shown by the perpetual inventory records.
Prepare in outline form an audit program setting out the essential procedures 
to be followed in your audit of inventories as of December 31, 1950. Do not 
include procedures unless you believe them to be essential under the conditions 
as stated.
No. 8 (5 points)
An auditor makes an agreement with one of his clients that the amount of his 
audit fee will be contingent on the number of days required to complete the 
engagement.
a. What is the essence of the rule of professional ethics dealing with contingent 
fees, and what are the reasons for the rule?
b. Did the auditor violate the rule?
No. 9 (10 points)
Explain how an examination of insurance policies might indicate each of the 
following:
(1) The pledge of inventory as collateral on a loan.
(2) The disposition of fixed assets without entry on the books of account. 
In connection with a regular annual audit, what are the purposes of a review of 
sales returns and allowances subsequent to the closing date?
a.
b.
EXAMINATION IN COMMERCIAL LAW
November 9, 1951; 9 a.m. to 1 2 :30 p.m.
[The purpose of these questions is to test the candidate’s knowledge of text­
book treatment of problems inherent in business transactions and the audit 
thereof. Except for objective type questions, credit will not be given for an 
answer unaccompanied by a statement of reasons. Answers to questions in­
volving negotiable instruments, partnerhips and sales should be based on the 
provisions of the pertinent uniform laws.]
GROUP I
(Answer all questions in this group)
No. 1 (10 points)
a. Define or explain the following:
1. Future goods 2. Fungible goods. 3. Good faith purchaser.
b. Explain fully the effect on a sale of specific goods which, at the time the agree­
ment was made, have been:
1. Wholly destroyed? 2. Partially destroyed?
c. Under what circumstances may the unpaid seller:
1. Maintain a lien on the goods sold?
2. Stop the goods in transit?
3. Resell the goods?
No. 2 ( 10 points)
A, B and C were partners conducting an accounting firm. Capital contributions 
were $4,000, $3,000 and $3,000 by A, B and C, respectively. Answer the following 
questions, using Uniform Partnership Act rules:
a. At the end of the first year the firm had a profit of $15,000. How much should 
A receive, nothing being said in the partnership articles as to ratio of profit 
sharing? Why?
b. B, without the knowledge or consent of A and C, contracted in the firm name 
to buy a set of tax reports from X. Could the firm be held for breach of con­
tract if A and C refused to accept the books because the firm articles gave A 
the sole right to purchase for the firm? Explain.
c. The partnership articles provided that the firm was to continue for five years. 
C withdrew at the end of the second year.
1. What right is denied him in computing his interest to be paid him by 
the firm?
2. What liability does he assume to his partners?
No. 3 (10 points)
M drew a check for $100 on his account in X Bank. He delivered it to P in 
payment for goods purchased from P. P took the check to X Bank and had it 
certified. P then sold and endorsed the check in blank to H, a holder in due 
course. H presented the check properly to X Bank. The bank was insolvent and 
refused to cash the check. H gave proper notice of dishonor to M and P. Give 
your reasons to support your answer to each of the following questions:
a. Can H recover $100 on the check from M?
b. Can H hold P for the amount of the check?
c. Has H a valid claim against the insolvent bank?
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No. 4 (10 points)
a. What implied duties does an agent owe to his principal?
b. What implied duties does a principal owe to his agent?
c. In the law of agency, what is meant by:
1. An agency coupled with an interest?
2. Independent contractor?
3. Ratification?
4. Ostensible agency?
5. Election?
No.
a.
b.
c.
d. 1
5 (10 points)
Explain the difference between a surety and a guarantor.
May a valid surety contract be entered into by:
1. A corporation? Explain.
2. A partnership? Explain.
If a creditor should refuse to accept a valid tender of payment of his debt, 
what would be the effect as to:
1. The debtor?
2. A surety?
If there are three sureties for the same debt, and also collateral security 
pledged to pay that debt, may the creditor in case of default by the debtor 
proceed against one surety for the entire debt? Explain.
2. May he take any action against the surety or sureties without first liquidating 
the collateral?
Group II
(Answer any five questions in this group. No credit will be 
given for additional answers and if submitted only the first 
five answers will be considered.)
No. 6 (10  points)
a. Sam, an infant, on his fourteenth birthday purchased a bicycle from Wells, an 
adult, for $55, payable $10 down, the balance to be paid at the rate of $5 per 
month. After making two monthly payments, Sam made no further payments. 
Wells made no demand for further payments and made no demand for the 
return of the bicycle. Six months after Sam became of age he sold the bicycle 
to Hall. Shortly thereafter Wells sued Sam to recover the unpaid balance of 
the purchase price of the bicycle. Sam set up as a defense (1) infancy, and
(2) the statute of limitations. The statute of limitations of the state reads as 
follows: “The following actions shall be commenced within five (5) years 
after the cause of action has accrued, and not afterwards:
“First. On accounts and contracts oral or in writing...................”
Is either of the defenses good? Explain.
b. Assume that instead of selling the bicycle after he became of age Sam had 
promised in writing to pay the balance on a day certain and, on Sam’s failure 
to pay, Wells had sued and Sam had set up the same defenses as stated in 
part (a). Would the defenses be good? Explain.
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No. 7 (10 points)
Define briefly the following terms as they are used in the law of corporations:
a. Cumulative preferred stock.
b. Participating preferred stock.
c. No-par stock.
d. Preemptive right of a stockholder.
e. Cumulative voting.
No, 8 (10 points)
H was a holder in due course of a negotiable instrument, made by M which 
matured on June 1, 1951. H presented the instrument on June 1 to M who refused 
to pay as he was insolvent. A, B and C, in that order, were the endorsers on the 
instrument. Assume all parties are in the same town. Give reasons for your an­
swers to each of the following questions:
a. If H should call C on the telephone on June 2 and tell him of the dishonor, 
could H hold C for payment of the instrument?
If C should call B on the telephone on June 3 and inform him of the dishonor, 
could C hold B for payment of the instrument, assuming C had paid H?
If B should mail a letter to A on June 3 in which he told A of the dishonor, 
which letter was received a week later, could B hold A for payment of the 
instrument, assuming B had paid C?
Would you allow H to recover the face of the instrument from either B or A 
if H had called C, and C had called B, and B had sent a letter to A in accord­
ance with the statements in a, b, and c above?
b.
c.
d.
No. 9 (10 points)
a. Name four reasons or circumstances, any one of which may be sufficient to 
bar a bankrupt debtor from obtaining his discharge in bankruptcy.
Name four types of claims which are not discharged by a discharge in bank­
ruptcy.
Under what conditions may a preferential transfer be avoided by the trustee 
in a bankruptcy proceeding?
b.
c.
No. 10 (10 points)
Green entered into an option agreement to purchase certain tracts of land. Before 
the expiration of the option period, Green exercised the right of election granted 
therein by giving the seller written notice that he would purchase the property. 
Subsequently, and before the expiration of the option period, Green entered into 
an oral agreement with R whereby Green agreed to sell and R  agreed to purchase 
from Green all of Green’s interest in and to said option agreement. R  further 
orally agreed:
1. to pay the consideration fixed by the option and to perform all of the terms 
and conditions of said option agreement; and
2. to form a corporation which was to take title to said property; and
3. to cause said corporation to issue 25% of its capital stock to Green and further 
promised to pay to Green the par value of the stock at any time the market 
value of said stock should be less than 50% of the par value of the stock; and
4. to cause the corporation to employ Green for a period of five years at a salary 
of $20,000.
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R was to retain a controlling interest in the capital stock of the corporation. 
Green performed his obligations under the agreement but R refused to perform. 
Green brought suit and R set up the statute of frauds as a defense. Are the oral 
promises of R enforceable under the statute of frauds? Explain.
No. 11 (10 points)
Write the numbers 1 through 10 on your answer sheet. Opposite each number 
you are to write the word “True” if the numbered statement is true or the word 
“False” if the statement is not true. Grade will be based on the number of correct 
answers. No reasons need be given.
1. A trust may be created either by will or during the lifetime of the settlor or 
creator of the trust.
2. If the trustee named in the trust fails or refuses to serve, the trust will be 
terminated.
A settlor of a trust can himself be the trustee if the trust is created for the 
benefit of a third party.
A settlor can not create a trust with himself as beneficiary.
If the trust instrument so provides, the settlor may revoke a trust.
A constructive trust must be created in writing.
A charitable trust is essentially different from a private trust in that the bene­
ficiaries are uncertain.
A trustee must keep the trust funds separate from his own funds. Under this 
rule, the trustee may not deposit trust funds in his own bank account even 
if his motive is innocent.
A trustee is personally liable on contracts made by him for the benefit of 
the trust estate.
A Court of Equity will usually terminate a trust before the purpose of the 
trust has been accomplished if all of the beneficiaries consent.
3.
4.
5.
6.
7.
8.
9.
10.
No. 12 (10  points)
Write the numbers 1 through 10 on your answer sheet. Opposite each number 
you are to write the word “True” if the numbered statement is true or the word 
“False” if the statement is not true. Grade will be based on the number of correct 
answers. No reasons need be given.
1. A person who procures a policy of life insurance upon his own life may 
name as a beneficiary a person who has no insurable interest in the life of the 
insured.
2. A misrepresentation does not affect the validity of insurance unless it materially 
affects the risk.
3. A obtained a $20,000 policy of life insurance and named a grandson as the 
beneficiary, reserving the right to change the beneficiary. A later became a 
bankrupt and the trustee desires to obtain the cash surrender value of the 
policy for the benefit of creditors. The trustee may not obtain the cash sur­
render value of the policy.
4. A, by substantial and intentional misrepresentations concerning his health, 
obtained a $50,000 policy of life insurance which contained a two-year un­
qualified incontestible clause. If A dies three years later and no steps had 
been taken to avoid the policy prior to death, the policy is enforceable.
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5. A carried a $50,000 policy of fire insurance upon a stock of merchandise 
described as stored in a particular warehouse. The merchandise was later 
moved to A’s retail store where it was destroyed by fire. A may recover for 
the fire loss.
6. A’s business building is worth $100,000 and he carries a $40,000 policy of 
fire insurance on it which contains an 80% coinsurance clause. If a $60,000 
fire loss occurs, A’s recovery is limited to $30,000, which he may collect.
7. A carried a $50,000 policy of fire insurance upon a building in which he 
conducted a business. There was a $20,000 fire loss and A was without the 
use of the building for three months which was reasonably valued at $4,000. 
A is entitled to recover $24,000 on his policy of fire insurance.
8. A carried collision insurance on his automobile with X Co. The car was badly 
damaged by reason of the carelessness of T. By a valid contract A released T 
of liability and now seeks to recover of X Co. He should be able to recover.
9. A borrowed $10,000 from B, and the latter, B, took out a $10,000 policy 
of life insurance on A. A assented to the insurance. Eighteen months later A 
died, at which time he owed B only $3,500. The insurance company is liable 
to B for the full $10,000.
10. O borrowed $10,000 from M and secured the loan with a mortgage on a 
certain building owned by O. M took out a policy of fire insurance on the 
building for $10,000 in which M was the only named beneficiary. A $15,000 
fire loss occurred at a time when the debt had been reduced to $7,000. The 
insurance company must pay the full $10,000.
Examination, May, 1952
EXAMINATION IN ACCOUNTING PRACTICE— PART I 
May 14, 1952; 1 :30 to 6 p.m.
(Solve Problems 1 and 2 and either Problem 3 or Problem 4. If both 
Problems 3 and 4  are solved, grade will be based on Problem 3.)
No. 1 (12 points)
The board of directors of the Nelson Company authorized a $1,000,000 issue 
of 5% convertible 20-year bonds dated March 1, 1948. Interest is payable on 
March 1 and September 1 of each year. The conversion agreement provides that 
until March 1, 1953 each $1,000 of bonds may be converted into 6 shares of $100 
par value common stock and that interest accrued to date of conversion will be 
paid in cash. After March 1, 1953 the bonds are convertible into 5 shares of com­
mon for each $1,000 of bonds.
The company sold the entire bond issue on June 30, 1948, at 98 and accrued 
interest. Deferable costs incurred in making the sale amounted to $8,320. The 
company adjusts its books at the end of each month and closes them on December 
31 of each year. Interest is paid as due. On February 1, 1950, a holder of $20,000 
of bonds converts them into common stock.
You are to prepare entries in journal form to reflect the transactions arising out 
of the existence of these bonds on each of the following dates:
a. June 30, 1948
b. September 1, 1948
c. December 31, 1949 (including closing entries)
d. February 1, 1950
e. December 31, 1950 (including closing entries)
In support of the above entries, prepare a summary analysis of the unamortized 
bond discount and expense account for the period to December 31, 1950.
No. 2 (18  points)
A, B, C and D are partners in a firm which has been engaged in jobbing re­
frigerators and other household appliances. From the data below you are to pre­
pare a summary operating statement for each six-month period of the firm’s 
existence, an analysis of partners’ capital accounts for each period and a balance- 
sheet at December 31, 1951.
The firm started operating on January 1, 1950. At that time A and B contrib­
uted $20,000 and $30,000, respectively, as capital for the business. On July 1, 
1950 C was admitted to the firm, paying in $25,000, and on January 1, 1951 D 
was admitted and paid in $12,000. No interest was to be allowed on the partners’ 
investments. All partners devoted their entire effort to the business during the time 
they were partners and were to be compensated at the following annual rates: 
$8,000 each for A and B, $7,500 for C and $6,000 for D. Because of the need 
for increased working capital, salary withdrawals were limited to $300 per month 
for each partner. The partnership agreement, as finally drawn up, provided for a
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split of the net profit and loss after salary allowances among the partners involved 
for each six months in the following ratios: A-3, B-3, C-2 and D-2.
Formal books of account were not maintained but a running analysis of cash 
revealed the following facts:
Six months ended
6-30-50 12-31-50 6-30-51 12-31-51
Collections on sales made in the six- 
month period ended:
June 30, 1950 .......................... $36,600 $ 6,200 $ 4,100 $ 2,500
December 31, 1950 ....................... — 124,200 34,500 8,200
June 30, 1951 . ............................  — — 192,500 53,900
December 31, 1951 ....................... — — — 347,300
Payments on purchases .......................  65,871 152,382 185,699 338,546
Rent and other fixed costs .............. 5,698 6,550 10,891 12,141
Other expenses .................................. 2,620 14,120 22,620 23,341
Withdrawals ...................................... 3,600 5,400 7,200 7,200
Unpaid customers’ accounts considered collectible at December 31, 1951, by 
period of origin, were:
Sales made during
six months ended Amount
6-30-50 $ 1,600
12-31-50 3,100
6-30-51 8,600
12-31-51 26,700
A physical inventory on December 31, 1951 showed that the merchandise in­
ventory on hand at cost, including that covered by unpaid invoices of $14,285, 
amounted to $83,084.
The partners have agreed:
(a) that “rents and other fixed costs” are to be divided equally over the four 
six-month periods;
(b) that the cost of merchandise sold during these periods may be assumed 
to have been 70% , 75%, 80% and 80% , respectively, of sales;
(c) that any merchandise “loss” resulting from the application of the above 
amounts and percentages may be regarded as a proper addition to “other 
expenses” ;
(d) that “other expenses” are to be spread over the four periods in propor­
tion to sales.
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No. 3 (20  points) (Optional with No. 4 )
P Corporation acquired control of S Co. on June 30, 1949 by purchase in the 
market of 2,800 shares of its 4,000 issued shares of $100 par value common stock. 
At that time S had 500 shares of its own stock held as Treasury stock and carried 
at par.
On January 1, 1951 P acquired 200 additional shares from a minority stock­
holder. On December 31, 1951, by agreement with the minority stockholders, P 
acquired the 500 shares held in the treasury of S.
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The Investment account of P, at cost, shows the following debits:
June 30, 1949, 2,800 shares of S ............................................  $394,800
January 1, 1951, 200 shares of S purchased from outside interests—
At cost ................................................................................................  35,000
December 31, 1951, 500 shares of S obtained from S—At c o s t.......... 90,000
Total .....................................................   $519,800
The accounts of S contained the following items:
Paid-in Retained
Credits Surplus Earnings
June 30, 1949 ............... ....................... ...............  $ 74,300 $ 43,745
Earnings 6/30 to 12/31/49 ..................................   — 35,306
Earnings 1950 ..................................................  — 65,754
Earnings 1951   — 51,025
Premium on sale of Treasury stock .................................  40,000 —
Total ...................................................................  $114,300 $195,830
Debits
Dividends paid 12/1/49 ...................................... — $ 35,000
Dividends paid 12/5/50 ........................................................  — 35,000
Dividends paid 12/15/51 .................................................... — 40,000
Total .............................................   — $110,000
Balance 12/31/51 ...........................................................  $114,300 $ 85,830
You are to prepare the eliminating entries necessary for preparation of consoli­
dated balance-sheets as of June 30, 1949 and as of December 31, 1951 after 
acquisition of the Treasury stock. Show supporting computation in good form and 
identify all balances not eliminated from the Investment, Stock, Paid-in Surplus 
and Retained Earnings accounts.
No. 4  (20  points) (Optional with No. 3 )
The R Manufacturing Company estimates its cost for a unit of product X to 
consist of the following:
Material— 5 lbs. at $1.22 per lb.
Labor— 7 hours at $1.30 per hour
Overhead is applied on a direct labor basis and need not be considered in this 
problem.
The company takes the raw materials purchased into Inventory of Raw Mate­
rials at $1.22 per pound, recording any difference between that price and actual 
purchase cost in a Price Variation-Materials account. The actual raw material used 
is issued to production at $1.22 per pound. The material cost and the actual direct 
labor cost for the month are recorded in separate work-in-process accounts. Fin­
ished goods inventory is debited and these process accounts are credited with the 
estimated cost of completed units. At the end of the month the finished goods ac­
count and the work-in-process accounts are adjusted to actual cost by spreading 
the differences between actual costs and estimated costs over the accounts in pro­
portion to the amounts of estimated costs applicable to each of the accounts. Mate­
rial price variation is spread over Inventory of Raw Materials, Work in Process
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and Finished Goods in the same manner as other variations, but the amount 
applicable to Inventory of Raw Materials is left in the Variation account.
Account balances after adjustment for March 31, but before adjustment to 
actual costs for April 30, were as follows:
Debit Debit
Balances 3/31/52 Balances 4/30/52 
Account After Adjustment Before Adjustment
Inventory of Raw Materials .............. $10,485.90 $10,673.78
Price Variation—Materials ................ 723.55 973.28
Work in Process—Materials .............. 770.80 1,091.90
Work in Process—Labor .................... 731.15 758.94
The 3 /31 /52  balance of Work in Process-Materials includes $49.78 of 
Price Variation.
Status of the work in process was as follows:
March 31, 1952 April 30, 1952
Units % Completed Units % Completed
Materials ........................  60 50 50 30
Materials ........................ 80 90 100 75
L ab o r..............................  60 25 50 10
Labor ............................  80 80 100 60
During the month of April 1952, 510 units of product X were completed and 
transferred to finished goods.
You are to set up skeleton ledger accounts for all of the accounts affected by 
these transactions and prepare and post the adjustments necessary for the company 
as of the end of April 1952.
EXAMINATION IN ACCOUNTING PRACTICE— PART II
May 15, 1952; 1 ;30 to 6 p.m.
(Solve all Problems)
No. 1 (15 points)
The following items relate to federal income taxes. An answer sheet has been 
provided for your convenience. No reasons need be given to support your answers. 
Your grade will be based on the number of correct answers you submit.
a. The following statements are to be answered by deciding whether the statement
is generally true or false. If the statement is true, enter (a) on your answer
sheet; if the statement is false, enter (b) on your answer sheet.
1. Husband and wife live together, husband entirely supporting spouse. Wife 
dies during taxable year. Husband may not file a joint return and claim 
an exemption for his wife since she was not alive for the entire taxable 
year. (a) True, (b) False.
2. Taxpayer files a joint return. He supports his wife’s cousin. He may not 
claim his wife’s cousin as a dependent. (a) True, (b) False.
3. T purchased annuity in 1948, paying $60,000, by terms of which he is to 
receive $5,000 annually, commencing in 1951. T will be required to report 
gross income of $3,200 for 1951 in respect to this annuity. (a) True,
(b) False.
4 . T is paid part of his 1951 salary in 50 shares of X Corporation stock which 
has a par value of $100 per share. At date of receipt the stock is worth 
$60 per share. T must report $5,000 as income in respect to the X Corpo­
ration stock. (a) True, (b) False.
5. It is mandatory for the taxpayer to amortize the premium paid on wholly 
tax-exempt municipal bonds. (a) True, (b) False.
6. A non-business bad debt is treated as a short-term capital loss in the year 
it becomes worthless. (a) True, (b) False.
7. Taxpayer, an individual who is on the accrual basis, signs a pledge in 
1951 to contribute $500 in 1952 to the American Red Cross. This trans­
action constitutes an allowable deduction for the year 1951. (a) True, 
(b) False.
8. If taxpayer sells securities at a profit and within 30 days thereafter ac­
quires an equivalent amount of substantially identical securities, no gain 
is recognized. (a) True, (b) False.
9. Hotel expenses incurred by an employed salesman while away from home 
on business are deductible for the purpose of determining adjusted gross 
income. (a) True, (b) False.
10. Taxpayer, a married man with two dependents, receives $4,800 in salary 
subject to withholding, and $800 in dividends. He is required to file a 
declaration of estimated tax. (a) True, (b) False.
11. Taxpayer furnished 80% of the support of his sister who is married and 
who filed a joint return with her husband. Taxpayer may not claim his 
sister as a dependent. (a) True, (b) False.
12. X owns securities which yield $200 per year in taxable interest. He has 
directed that the interest be paid to his son. The interest income is taxable 
to X. (a) True, (b) False.
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b. The following are to be answered by indicating the letter which identifies the 
correct answer for each situation:
1. T, a calendar-year taxpayer who keeps his records on the accrual basis, 
receives on November 1, 1951, $3,600 covering rent for a three-year 
period, commencing January 1, 1952, on a store which he owns. For the 
year 1951, T should report as gross income, with respect to the rent re­
ceived: (a) 0, (b) $200, (c) $1,200, (d) $3,600, (e) some other 
amount,
2. X, an infant 14 years old, earns $400 during the taxable year by selling 
newspapers. This constitutes his gross income for the year for federal in­
come tax purposes.
(a) X is required to file a tax return.
(b) X need not file a tax return but his father, Y must include on his 
return the $400 earned by X.
(c) X need not file a tax return, and his father need not include on 
his return the $400 earned by X.
3. An unmarried taxpayer, age 32, with two dependents, has adjusted gross 
income of $4,000. During the current taxable year, he incurred, but did 
not pay, hospital expenses of $350. He paid incidental medical expenses 
of $25. What amount is deductible as medical expenses? (a) $175, (b) 0,
(c) $150, (d) $375, (e) answer other than indicated.
4. On July 1, 1949, Jones leased land and buildings to the ABC Company. 
The company made improvements amounting to $2,000 on the buildings. 
Jones had purchased the land and buildings for $20,000 on January 1, 
1949, and was depreciating the buildings at 5% each year. On July 1, 
1951, Jones repossessed the property which at that time had a fair market 
value of $23,000. What gain must Jones report on repossession? (a) 
$5,500, (b) $3,500, (c) $2,000, (d) 0, (e) some other amount.
c. Jackson, who owns and operates a business as an individual proprietor, had the 
following transactions during the taxable year. For each transaction you are to 
state (a) the amount of recognized gain or loss, and (b) the tax basis of the 
new asset.
1. He exchanged a machine having an adjusted basis of $4,000 for a similar 
machine worth $2,200 and received $1,200 in cash,
2. He exchanged a truck having an adjusted basis of $2,200 for a truck 
having a fair market value of $1,800 and received $700 cash on the trade,
3. He exchanged a pleasure car for which he had paid $1,500 and gave $600 
cash for a new pleasure car listed at $1,900. His old car had a cash sale 
value of $1,400.
4. He had one machine destroyed by fire. He collected $10,500 insurance 
and immediately purchased a similar machine for $12,000. The machine 
destroyed had an adjusted basis of $9,600.
5. He sold for $4,500 a machine which had an adjusted basis of $7,500 and 
immediately purchased a similar machine, using the proceeds of the sale 
and $7,500 additional cash.
d. Indicate whether or not the following items received during 1951 are includible 
in gross income of recipient for the year 1951 by the use of the following let­
ters: (a) Yes, (b) No.
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1.
2.
3.
4.
5.
6. 
7.
9.
10.
11.
12.
Amount received from an employer as severance pay.
Pension of $1,500 paid voluntarily by a company to a retired employee. 
(Employee has contributed nothing toward this pension.)
Dividends received by the insured on a life insurance policy.
Amount received as a result of a suit for personal injuries.
Compensation for personal injuries sustained under workmen’s compen­
sation acts.
Unemployment insurance benefits paid by a state.
$800 insurance premiums paid by corporation on life of T, its president, 
where T is permitted to name the beneficiary.
T is insolvent both prior to and subsequent to forgiveness of a $5,000 
debt which T owed L.
$1,000 market value, at date of receipt, of exempt municipal securities 
received by T as dividend on X Company stock which he owned.
Supper money received by T and deducted as “Miscellaneous Expenses” 
in the employer’s tax return.
Reward of $1,000 received by T for prevention of a bank robbery. 
Interest of $50 received on a Postal Savings Account which he had de­
posited in February of 1940.
No. 2 (10  points)
The Metal Products Co. manufactures three different models of a single product. 
From the following data you are to prepare a schedule, supported by computations, 
showing the sales quantity and sales dollar figure for each model necessary to 
enable the company to cover its non-variable costs.
Annual Budgeted
Sales Budgeted Sales
Model Budget Unit Allowances
Number (Units) Sales Price for a Year
100 . . .....................................................  30,000 $15.00 $1,260
200 ..........................................................  16,000 18.00 480
300 .......................................................... 10,000 25.00 410
1952 ESTIMATES
Quantity Over-all Estimated Cost per Unit
Model Budgeted Variable Non-Variable
Number For Production Total Cost Cost
100 . . ....................... 30,500 $15.072 $ 9.871 $5.201
200 ............................ 15,000 17.335 10.250 7.085
300 ............................ 10,000 23.756 15.436 8.320
No. 3 (25 points)
M and N form a partnership in July 1951 to sell a product for which they 
have an exclusive franchise covering 20 counties of a state. In order to fully exploit 
the market, they establish a branch in one town. This branch is operated by a 
manager. The partnership did not employ a bookkeeper since N was expected to 
keep such records as were needed. However, after operating until October 31, 
1951, the partners agreed that N did not have sufficient time available to keep the 
necessary records. Jones and Johnson were engaged to correct the present records
8.
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and prepare financial statements as of October 31 after which the business expects 
to employ a bookkeeper.
There are three models of the product which are handled by the firm. Sales 
price and cost are as follows:
Sales Price Cost to M & N
Model X .......................................................................  $290
Model Y .......................................................................  245 147
Model Z .......................................................................  195 117
Salesmen are employed on a commission basis. Advances are made to several 
of the salesmen which are to be offset against future commissions. The firm had 
to finance some of its inventory by borrowing from a local bank against warehouse 
receipts. Installment notes accepted in settlement of sales are discounted at their 
bank on a recourse basis. Interest and finance charges are included in the face 
amount of the notes
The branch was opened August 1. Shipments of the product are made direct 
from the manufacturer to the branch, but billed to the home office. The home office 
bills the branch at 20% above cost for such merchandise. The branch is to have 
a working fund of $2,500 operated on an imprest basis. Cash received from branch 
sales are deposited in a sperate bank account subject to withdrawal only by one 
of the partners. Weekly reports are sent in by the branch manager.
The books set up include a Cash Receipts Book, a Cash Disbursement Book 
and a General Journal in addition to the General Ledger. No postings have been 
made in the ledger. Therefore, the accountant summarized the entries in the cash­
books and journal and prepared the following summaries prior to posting to ledger 
accounts:
CASH RECEIPTS BOOK SUMMARY
Debit Credit
Cash—Home office b a n k .........................................................  $56,397
Cash—Branch b a n k .................................................................  6,875 $ 5,000
Installment no tes.......................................................................  17,439
27,780
Home office sales ...................................................................  10,700
B ranch.......................................................................................  6,875
Interest and finance charges ...................................................  1,744
2,778
CASH DISBURSEMENT BOOK SUMMARY
Cash—Home office bank .......................................................  $78,356
Purchases .................................................................................  $17,910
Branch.......................................................................................  10,206
Bank loans ...............................................................................  25,000
Interest on loans ...................................................................... 240
Sundry Columns
Petty cash—Branch .................................................................. 2,500
Partners’ drawings...............................................................  3,775
Sales commissions.......................................................   5,105
Warehouse and delivery...........................................................  1,414
Trucks .....................................................................................  5,994
Taxes withheld .......................................................................... 410
Miscellaneous selling expense .................................................  3,069
General and administrative expense........................................ 3,553
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GENERAL JOURNAL SUMMARY
Debit Credit
C ash ...........................................................................................  $30,000
Branch ....................................................................................... 22,392
M’s Investment.........................................................................  $15,000
N’s Investment...........................................................................  15,000
Purchases...................................................................................  18,660
Profit on b ranch .......................................................................  3,732
Investigation of the transactions revealed the following additional information:
1. The purchases entered in the cashbook included only the cash paid from the 
bank account. Bank loans were obtained for the remaining cost of purchases 
but not recorded on the books. Purchases during the period were as follows:
Model
X . . . 
Y .. . 
Z ..
For Home Office Branch
No. Amount No. Amount
50 $ 8,700 60 $10,440
100 14,700 40 5,880
50 5,850 20 2,340
A general journal entry was made charging the branch with the purchases 
at 20% above cost. This 20% was credited to Profit on Branch.
2. Home office sales were:
Model X— 42 units for $12,180 
Model Y—70 units for $17,150 
Model Z— 36 units for $ 7,020
The $10,700 of cash received from home office sales was entered in the 
cashbook. Installment notes having a face amount of $28,520 which were 
accepted for $25,650 of home office sales were not recorded when received. 
Proceeds of discounting installment notes taken by the home office and by 
the branch were recorded in the cashbook. Face amount of $27,780 of home 
office notes were sold to the bank at a discount of $2,778. The remaining 
notes discounted were received from the branch.
3. Depreciation on the trucks should be $333 for the period with $130 of that 
amount chargeable to branch expense for truck used by branch.
4. Sales commissions earned by home office salesmen amounted to $4,350. Only 
$4,100 of this amount was subject to offset against cash advances made of 
$5,105, leaving $250 due to certain salesmen.
5. Unpaid expenses of the office are as follows:
Delivery expense.....................................................................................  $ 96
Miscellaneous selling expense ................................................................ 212
General expense.....................................................................................  90
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6. Information obtained from the branch shows the following accounts:
Debit Credit
Petty cash fund ...............................................................  $ 2,500
Purchases .........................................................................  22,392 $ 1,044
Sales...................................................................................  22,550
Sales commission expense.................................................  2,955
Installment no tes............................................................... 17,439 17,439
Interest and finance incom e.............................................. 1,764
Deposits for home office .................................................  6,875
Remittances from home office........................................... 12,706
Home office.......................................................................  18,483 22,392
Rent of office and equipment ........................................ 540
Rent of warehouse...........................................................  300
Delivery expense .............................................................  375
Taxes withheld...................................................................  431
Miscellaneous selling expense .......................................... 5,416
General and administrative expense................................ 1,051
Other than the inventory account and the asset and liability accounts included 
above, it is the policy of the firm to have only income and expense accounts 
included in the branch accounts.
The inventory at the end of the month at billing price to branch was $5,112. 
The credit to purchases was for 5 of Model X returned to the factory for 
credit because they were defective and, therefore, charged to home office. All 
installment notes have been transferred to the home office. The Remittances 
from Home Office include the original cash fund and all expenses recorded. 
However, the actual cash in the imprest fund is only $2,037 because of unre­
imbursed expenses of $87 sales commissions, $302 of office salaries and $74 of 
miscellaneous general expense. Unpaid advertising of $185 has not been re­
corded. Inventory on hand at branch consists of 10 of Model X, 6 of Model 
Y and 14 of Model Z.
Required:
a. Prepare a worksheet for the Home Office accounts, with columns for Trans­
actions, Corrections and Adjustments, Profit and Loss, and Balance-Sheet.
b. Prepare a worksheet for the Branch accounts, with columns for Trial Balance, 
Corrections and Adjustments, Profit and Loss, and Balance-Sheet.
c. Prepare a reconciliation of the reciprocal accounts on the books of the Home 
Office and of the Branch, setting forth the inter-office transactions.
May 16, 1952; 1 :30 to 5 p.m.
[This paper is intended to test the extent of your knowledge of accounting 
theory and your ability to apply the knowledge you have acquired. Due weight 
will be given to the arguments presented to support your answers, even though 
the examiners may not agree with your conclusions.]
(Answer Questions No. 1 through No. 7 and either Question No. 8 or 
Question No. 9. If both No. 8 and No. 9 are answered, only the answer 
to Question No. 8 will be considered.)
EXAMINATION IN THEORY OF ACCOUNTS
No. 1 (15 points)
Some accountants have argued for an “all-inclusive” income statement while 
others have insisted that at times certain items should be charged to retained earn­
ings or otherwise kept out of the net income figure.
Explain fully the position of each of these two groups and give the principal 
arguments offered by each group.
No. 2 (10 points)
There has been an increase in the number of businesses that value inventories 
on a last-in, first-out basis. Some accountants believe that a business using the 
LIFO basis should disclose in its financial statements the current market value 
of an inventory valued under that method. Give the arguments for and against 
this proposed disclosure.
No. 3 (12 points)
In manufacturing activities, a portion of the units placed in process are some­
times spoiled and become practically worthless. Discuss two ways in which the cost 
of such spoiled units could be treated in the accounts and describe the circum­
stances under which each method might be used.
No. 4  (8 points)
A vacant piece of land is purchased for use as a parking lot. In addition to 
the cost of the unimproved land, expenditures are made for grading, drainage, pav­
ing, curb and gutter, marking of parking spaces, and lighting installations. Which, 
if any, of these costs are subject to depreciation? Explain the general principal 
which is involved.
No. 5 (15 points)
The Jones Co. sells furniture on the installment plan. For its federal income 
tax returns, it reports its profit from sales on the “installment basis.” For its finan­
cial reports, it considers the entire profit to be earned in the year of sale.
a. Discuss the relative merits of the two methods of reporting income.
b. Explain the installment basis as used for income tax purposes.
c. Discuss the effects of the use of these two bases by the Jones Co, on the 
significance of its reported annual income.
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No. 6 (10 points)
The M Company and the N Company are engaged in a similar manufacturing 
business and have approximately the same annual sales volume. Their condensed 
balance-sheets at December 31, 1951 show the following condition:
M N*
Cash ......................................................... ................ $ 65,000 $173,500
Receivables............................................... ...............  81,500 77,000
Inventories................................................ ................ 217,000 232,000
Plant and equipment (net) .................... ................ 890,500 —
$1,254,000 $482,500
Current payables...................................... ................ $ 74,500 $ 61,500
Bonds payable........................................... ................ 750,000 —
Stock and retained earnings .................. ...............  429,500 421,000
$1,254,000 $482,500
* N is liable under a ten-year lease for $174,000 annual rental of plant and 
equipment used in their manufacturing operation.
Assuming that you have profit and loss statements and detailed operating figures 
available for both companies, state in what major ways you would expect to find 
the statements differing and explain how you would adjust the figures to obtain 
comparable manufacturing costs for the two companies.
No. 7 (15 points)
Some items in accounting statements are expressed in current dollars, while 
other items are normally expressed in dollars of a prior year or years.
a. Name the principal balance sheet items which might not be expressed in 
current dollars. If any part of your answer depends on the accounting 
procedures employed, explain fully.
b. Name the principal items in the income statement which might not be 
expressed in current dollars. If any part of your answer depends on the 
accounting procedures employed, explain fully.
c. Name the principal items in the statement of source and application of 
funds which might not be expressed in current dollars. If any part of 
your answer depends on the accounting procedures employed, explain fully.
No. 8 (15 points) (Optional with No. 9 )
a. State the principal reasons for the use of several funds in the accounts of gov­
ernmental units.
b. List five kinds of funds frequently found in the accounting system of a munici­
pality and discuss briefly the content of each.
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No. 9  (15 points) (Optional with No. 8 )
Accounting information is frequently used by governments as an important 
element in setting sales prices or establishing rates which may be charged for 
services. The Federal Power Commission, in connection with its interest in rates 
charged by electric companies, has prescribed a uniform system of accounts which 
has been adopted by many state regulatory bodies.
This system calls for carrying the fixed assets at “original cost” with any excess 
which was paid by the accounting company recorded in a “Plant adjustment” 
account. “Original cost” is defined as the cash cost of the property to the person 
first using it in public service.
Discuss this accounting requirement from the point of view of general account­
ing theory and from the standpoint of its use in the regulation of rates.
EXAMINATION IN AUDITING
May 15, 1952; 9 a.m. to 1 2 :30 p.m.
(Answer all questions)
No. 1 (10 points)
a. Prepare a short-form audit report without qualifications to be issued in a regular 
recurring annual audit of a commercial corporation.
b. Assume you wish to modify the previously prepared report because of a quali­
fication as to the scope of the audit. Give an example of such a modification 
and show its effect on the wording of the report.
No. 2 (15 points)
In connection with a recurring annual audit, you prepare a worksheet for mar­
ketable securities with column headings as shown below. Your client is not a 
dealer in securities. He keeps a list of the securities currently held but does not 
maintain an investment register.
Column
No.
1
2
3
4
5
6
7
8 
9
10
Column Heading
Description of Security (Name, interest rate, etc.) 
Beginning of Year:
Par value or number of shares 
Carrying value 
Purchased and (Sold):
Date
Par value or number of shares 
Cost
Profit or (Loss) on Sale 
End of Year:
Par value or number of shares 
Carrying value 
Market value 
Interest and Dividends:
11 Accrued beginning of year
12 Purchased
13 Earned
14 Received
15 Accrued end of year
Each column is identified by a number. For each column, you are to state:
a. The source(s) of the information to be entered in the column.
b. The principal ways in which the information should be checked in con­
nection with your audit.
No. 3 (15 points)
You are assigned to the regular annual audit of a print shop with 20 employees. 
List the records, reports, or other data as to personnel and compensation that 
would be of interest to an auditor which you would expect to find in this business. 
Indicate briefly the purposes for which these records, reports and data would be 
used in an audit.
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No. 4  (18  points)
In the audit of fixed assets an auditor has several problems. For example, he 
must satisfy himself that all of the owned assets are recorded. Also, he must satisfy 
himself that the amounts at which the assets are recorded are in accordance with 
accepted accounting principles.
In connection with the annual audit of the fixed assets of a medium-sized manu­
facturing company, state the general procedures by which the auditor can satisfy 
himself (a) that all of the owned assets are recorded, and (b) that the recorded 
amounts are proper. Briefly explain how each procedure will help to satisfy the 
auditor and to which of the two problems it is applicable. Do not include deprecia­
tion provisions as a part of these problems.
No. 5 (15 points)
It is customary for an auditor to make inquiries of non-accounting officers and 
responsible employees. State five different things about which an auditor might 
make inquiries that are not primarily aimed at determining the kind and degree 
of internal control. For each, explain the purpose of the inquiry and the title (or 
duties) of the person to whom the inquiry is addressed.
No. 6 (12 points)
A regular annual audit includes some review of transactions and events which 
occurred or are recorded after the balance-sheet date. For example, it is customary 
to review sales returns which took place subsequent to the balance-sheet date.
In connection with the audit of each of the following, give a significant auditing 
procedure involving transactions or events which occurred after the balance-sheet 
date. Briefly state the reason for each procedure you give.
a. Cash in bank
b. Accounts receivable
c. Merchandise inventory
d. Accounts payable
No. 7 (15 points)
An internal control questionnaire includes the following items. For each item, 
explain what is accomplished by the existence of the controls involved.
a. Are costs and expenses under budgetary control?
b. Is a postage meter machine used?
c. Are monthly statements of account mailed to all customers?
d. In reconciling bank accounts do employees of the client examine en­
dorsements?
e. Has the bank (or banks) been instructed not to cash checks payable to 
the company?
EXAMINATION IN COMMERCIAL LAW
May 1 6 ,  1952; 9 a.m. to 1 2 :30 p.m.
[The purpose of these questions is to test the candidate’s knowledge of text­
book treatment of problems inherent in business transactions and in the audit 
thereof. Except for objective type questions, credit will not be given for an 
answer unaccompanied by a statement of reasons. Answers to questions in­
volving negotiable instruments, partnerships and sales should be based on 
provisions of the pertinent uniform laws.]
GROUP I
(Answer all questions in this group)
No. 1 (10 points)
You are a holder in due course of a negotiable instrument in the amount of
$100, payable on April 1, 1952. Answer the following questions:
a. If the maker could prove that he had reecived no consideration for the instru­
ment, could you recover $100 from him at maturity assuming that he were 
solvent? Explain.
b. If the payee had indorsed the instrument in blank and you wished to recover 
the face of the instrument from him, what would you have to do to recover?
c. Assume that the maker could prove that he had delivered the instrument to 
the payee upon a condition, which condition had not happened, and also that 
the payee had sold the instrument to you, who knew nothing of the condition. 
Could you recover $100 from the maker at maturity? Explain.
d. If you should sell the instrument to your bank on April 3, could the bank 
recover from the maker in cases (a) or (c) above? Give reasons.
No. 2 (10 points)
a. S was a surety for P upon a $5,000 obligation in favor of C.
1. At the maturity of the obligation P defaulted. S did not learn of this 
until eighteen months thereafter when C demanded payment of him. 
Is S still liable? Explain.
2. P, being insolvent, paid $1,800 to C who released P from all further 
liability. May C recover the remaining $3,200 from S? Why?
b. P desired credit with C, but the latter required a guaranty to protect himself 
against loss. At P’s request, S and X wrote letters, each knowing what the 
other had done. S guaranteed P’s credit up to $10,000 and X guaranteed it 
up to $20,000, both guaranties being continuous in character.
1. P became insolvent when he was indebted to C to the extent of $9,000. 
S was compelled to pay the full amount. To what extent may S obtain 
contribution from X? Explain.
2. If S is in possession of collateral worth $3,000 given by P to protect 
S against loss from his guaranty, how would this influence your answer 
to (1) above? Explain.
No. 3 (10 points)
a. Define and distinguish between a “sale on trial” and a “sale or return.”
b. A seller of goods, pursuant to contract, delivers the goods to a carrier for
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c.
d.
transmission to the buyer. The buyer is required under the contract to pay the 
shipping costs and to pay for the goods before obtaining possession. Which 
party bears the risk of loss of the goods during the journey? Why?
Name four warranties that are made by the indorser of an order bill of lading 
when he negotiates the document to a purchaser for value.
What rights has the buyer when the seller delivers to him a larger quantity of 
goods than called for by the contract?
No. 4  (10  points)
a. May an unincorporated club or other unincorporated voluntary association act­
ing as a club or association, appoint an agent? Why or why not?
b. If an agent fails to bind his alleged principal to a third party because the agent 
has no authority to represent such principal, suggest and explain two remedies 
which the third party might have against the agent.
c. What is a del credere agent?
No. 5 (10  points)
a. Define the term “promoter” in connection with the law of corporations.
Is a corporation liable for contracts made by a promoter for the corporation 
before the corporation comes into existence? Why?
What is a quorum? What is the difference between a quorum of the stockholders 
and a quorum of the directors? . . . .
May a majority of the directors, acting individually, bind the corporation? 
Explain.
b.
c.
d.
GROUP II
(Answer any five questions in this group. No credit will be 
given for additional answers, and if submitted only the 
first five answers will be considered.)
No. 6 (10 points)
a. A had owned and operated a restaurant in the town of X, for the last 10 years. 
Learning that B intended to open a competing restaurant in the same town, A 
entered into a written contract with B under which contract he paid B $5,000 
and B agreed not to open the new business. Is this an enforceable contract? 
Explain.
b. Suppose that A had sold his restaurant to B for $25,000, the sale including 
real property, fixtures and goodwill. A, having agreed not to do so, now proposes 
to start a new restaurant across the street from his old location. May he legally 
do so? Give reasons to support your answer.
c. Suppose that in problem (b) above the contract had included a term in which 
A agreed never to start a restaurant in the state where the town of X is located. 
Is this provision enforceable? Why?
No. 7 (10  points)
a. What is the major advantage of a negotiable instrument as contrasted with 
one which is non-negotiable?
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b. What are the requirements to create a negotiable instrument?
c. What would be necessary to negotiate the following:
1. An instrument payable to cash or order?
2. An instrument payable to bearer or order?
3. An instrument payable to the order of a designated payee?
4. An instrument payable to accounts payable or order?
d. Name and explain the effect of four types of indorsements which may be used 
in the negotiation of negotiable paper.
No. 8 (10  points)
a. Indicate what is meant by each of the following terms as used in connection 
with insurance:
1. Valued policy.
2. Open policy.
b. What is an insurance binder?
c. Distinguish between insurance and a wager.
No. 9 (10 points)
a. What is the difference between a private carrier and a common carrier?
b. What is the difference in liability of a private carrier and a common carrier 
of goods for damage to goods while in transit? List four circumstances in which 
the common carrier of goods is not liable for damages to goods while in transit.
c. Name three occasions when a common carrier of goods may justifiably refuse 
to accept goods for transportation.
No. 10 (10 points)
a. List five ways in which a lease may be terminated.
b. What is the difference between an assignment of a lease and a sublease?
No. 11 (10  points)
On your paper you are to list the numbers 1 through 10. Opposite each number 
you are to write the word “True” if the statement is true or the word “False” if 
the statement is untrue. Grade will be based on the number of correct answers. No 
reasons need be given.
1. An express inter vivos trust of an interest in personalty must be in writing.
2. A testamentary trust is not required to be in writing.
3. Consideration is not required in the creation of an express trust.
4. An owner of property may not make himself trustee of such property.
5. A person who does not have legal capacity to make an inter vivos transfer 
of property can, nevertheless, create an express trust.
6. An express trust can be created without the knowledge and acceptance 
of the trustee or the beneficiary.
7. Resulting and constructive trusts are within the Statute of Frauds.
8. A testamentary trust may take effect prior to the testator’s death.
9. In the absence of any evidence to the contrary, a person’s deposit of his 
own money in a bank account in his own name as trustee for another 
creates a revocable trust.
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10. An express trust cannot be created of property to be acquired by the 
party creating the trust.
No. 12 (10  points)
On your paper you are to list the numbers 1 through 10. Opposite each number 
you are to indicate by use of the letter (a) or (b) whether the following are (a) 
Real property or (b) Personal property. Grade will be based on the number of 
correct answers. No reasons need be given.
1. Trade fixtures.
2. Corporate stock.
3. Mortgage on land and buildings.
4. Wheat harvested and in the bin.
5. A certified check.
6. A wire fence enclosing a plot of land.
7. Underground coal deposits.
8. A checking account in a bank.
9. A passenger elevator in an office building.
10. A ten-year-old growing tree.
Examination, November, 1952
EXAMINATION IN ACCOUNTING PRACTICE— PART I 
November 5, 1952; 1 :30 to 6 p.m.
(Solve Problems No. 1 and No. 2 and one of the last three problems.
If more than one problem of the second group is solved, grade 
will be based on the first one selected.)
No. 1 (20  points) (Required)
Prepare a United States Individual Income Tax Return (cash basis) on Form 
1040, for John Taxpayer for the calendar year 1951, complete in so far as the 
following information makes possible, except that you need not compute the 
amount of income tax payable. No extra forms are available, so it is suggested that 
you prepare it in pencil to facilitate making corrections. A worksheet is not required.
Mr. Taxpayer’s mother, Mrs. Mary Taxpayer, age 85, who has no gross income, 
lives with and receives her sole support from Mr. Taxpayer, age 64, who is single. 
Their residence is located at 270 Madison Avenue in the city of Springdale in 
your state.
Mr. Taxpayer is president of the Advance Manufacturing Company from which 
he received checks aggregating $24,326 on account of 1951 salary (after deduc­
tions of $5,620 withholding tax and $54 Federal insurance contributions). He also 
received an expense allowance of $250 per month, out of which he expended 
$1,700 for railroad travel, meals, and lodging while away from Springdale on the 
company’s business. He also received an honorarium of $1,000 for his services 
to the city as a member of its board of aldermen.
During the year, he collected $2,000 from the Conservative Insurance Company 
as an annuity on a contract which he had purchased some years ago at a cost of 
$50,000. Mr. Taxpayer had previously reported $18,000 as tax free income from 
this contract. Advance Manufacturing Company has a qualified pension plan under 
which, in the year 1951, $2,000 was set aside for Taxpayer’s account.
On January 2, 1908, Taxpayer acquired a brick store building at a cost of 
$95,000, of which $60,000 represented cost of the building. At March 1, 1913, 
the fair market value of the property was still $95,000, of which $81,000 related 
to the building and $14,000 to the land. Estimated life of the building from Janu­
ary 1, 1908, was 50 years, and from March 1, 1913, was 45 years. Rental income 
collected in 1951 was $7,500. The lessee paid all expenses except certain repairs 
amounting to $500 and property taxes of $500, which were paid by Taxpayer.
Entries made in Mr. Taxpayer’s savings bank pass book included credit for 
interest:
January 2, 1951.................................................................................................  $109.61
July 2, 1951 .......................................................................................................  77.29
January 2, 1952 .................................................................................................  154.28
Interest received consisted of the following items:
On $7,000 2½ % U. S. Treasury Notes issued in 1950 ................................ $ 175
On $5,000 Jones Manufacturing Company bonds (these 6% bonds were pur­
chased on October 15, 1951, at 97 and accrued interest of $100, or a total
of $4,950) ....................................................................................................... 150
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On $5,000 Ajax Company bonds which matured December 1, 1950, but which 
Mr. Taxpayer did not cash until 1951 because the bonds were in a safety 
deposit box in a Springdale bank, and he was away from the city during the
month of December 1950 ...............................................................................  125
On $4,000 City of Springdale 4% bonds .......................................................  160
Dividends received consisted of the following items:
Cash dividends from stock in MNO Company, a domestic corporation.......... $4,000
As a holder of 50 shares of PQR Company common stock, Taxpayer received 
25 shares of common stock of STU Company. Fair market value of the STU 
stock at the date of receipt (November 1, 1951) was $30 per share; at 
December 31, 1951, the fair market value was $25 per share.
As a holder of 500 shares of common stock of VW Company, he received 50 
shares of that company’s preferred stock. Prior to this distribution, the com­
pany did not have preferred stock outstanding. The fair market value of the 
preferred stock at date of receipt (October 15, 1951) was $50 per share; at 
December 31, it was $60 per share.
On January 3, 1952, Taxpayer received and deposited Check No. XL21245 of 
the ABD Company, dated December 31, 1951, in the amount of $300, repre­
senting a dividend on 100 shares of this stock held by him on December 
31, 1951.
Other cash receipts during the year were:
Gift from Taxpayer’s unc l e ...............................................................................  $2,000
Insurance recovery on fire damage to residence...............................................  500
Settlement of a suit which Taxpayer had brought against the Bijou Theatre of 
Springdale in 1949 when he tripped on a tom carpet on the theatre staircase, 
sustaining injuries that required his hospitalization. (Of the amount received,
$1,200 was for reimbursement of medical expenses which he paid in 1951,
and $3,800 was for “pain and suffering.’’) .................................................  5,000
Winnings at roulette playing, in which he engaged while vacationing in a state
where gambling was lega l...............................................................................  1,200
His contributions consisted of $1,500 to the Community Church and $8,000 to 
the scholarship fund of Central University.
He paid interest: $300 on loans on his insurance policy and $150 on an income- 
tax deficiency.
Real estate taxes on his personal residence, assessed for 1950 but paid in 1951, 
were $850; and personal property taxes $50. Automobile license on his car, used 
entirely for personal (nonbusiness) purposes, cost $35. Sundry deductible taxes 
paid during the year amounted to $375.
He paid $675 life insurance premiums and $110 premiums on fire insurance 
policies on his residence; also $140 automobile insurance, and $75 hospitalization 
insurance.
Repair of the damage to his residence (caused by the fire on which he collected 
$500 indemnity) cost him $1,100 and this amount fairly reflects the loss in value 
caused by the fire.
Hospital and physicians bills for Taxpayer and his mother aggregated $6,000, 
of which he paid $4,700 in 1951, paying the $1,300 balance on January 3, 1952. 
(These amounts are exclusive of what was paid through his hospitalization policy.) 
Of the $4,700 paid in 1951, $1,200 related to his accident in 1949, described above.
Household expenses, including support of his mother, aggregated $8,000 for 
the year.
While on a business trip to a state in which gambling was illegal, he played 
cards with a group he met at the hotel and lost $600,
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No. 2 (18 points) (Required)
The Howburne Corporation’s condensed statements of income for the fiscal year 
1951 and of financial position at the beginning and end of the fiscal year, together 
with other pertinent data, are reproduced below.
The board of directors of the corporation recognizes that the readers of the 
corporation’s report to stockholders may be puzzled by the fact that, despite a 
substantial “net income after taxes,” the cash balance decreased and the corpora­
tion resorted to some long-term borrowing.
Accordingly, the directors have requested that you prepare a statement which 
will reveal clearly the flow of cash into and out of the Howburne Corporation 
during the past fiscal year and which will indicate why operations alone did not 
provide sufficient cash for the corporation’s needs.
You have decided that the statement should be constructed to show the cash 
disbursements other than for operations, the net cash provided by operations, the 
amount by which operations failed to provide sufficient cash and the manner in 
which such deficiency was met.
Data for Problem No. 2
THE HOWBURNE CORPORATION 
Income Statement
Year Ended December 31, 1951
INCOME
Gross operating income .......................................................  $2,410,655
Non-operating income, including dividends and interest . . . .  21,708
Total income .............................................................. $2,432,363
DEDUCTIONS 
Operating charges:
Materials and supplies u se d .............................................. $870,531
Wages and salaries ...........................................................  906,387
Provision for depreciation charged to operations............ 114,079
Taxes, other than Federal income ..................................  26,221
Other operating charges ...................................................  33,762
Interest charges .....................................................................  1,297
Loss on investments ............................................................ 6,016
Estimated Federal income t a x .............................................. 284,442 2,242,735
NET INCOME (after taxes) .............................................  $189,628
THE HOWBURNE CORPORATION 
Comparative Statement of Financial Position
December 31, 1950 and 1951
1951 1950
Increase or 
Decrease*
Current Assets:
Cash ........................................................ . . $ 215,221 $ 225,351 $ 10,130*
Marketable securities, at cost .............. 180,767 251,388 70,621*
Receivables—Trade, less estimated 
uncollectibles .................................... 266,559 195,991 70,568
Inventories (at cost) ............................. 322,438 359,175 36,737*
Prepaid operating expenses................. 15,209 17,894 2,685*
Total current assets ..................... . . . $1,000,194 $1,049,799
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Less—Current Liabilities:
Accounts and notes payable—T rade.......... $ 108,623 $ 254,181 145,558*
Accrued wages and salaries.................... 12,602 11,495 1,107
Accrued estimated taxes............................ 295,580 299,466 3,886*
Dividends payable ..................................... 23,726 25,591 1,865*
Accrued interest payable............................ 750 296 454
Other accrued operating expenses............ 12,622 14,942 2,320*
Total current liabilities ..................... $ 453,903 $ 605,971
Working capital.............................. $ 546,291 $ 443,828
Property, plant and equipment—less amount of 
cost charged to operations to d a te .......... 1,356,132 1,200,816 155,316
Total assets, less current liabilities . . . $1,902,423 $1,644,644
Deduct—Long-term bank loans ................. 50,000 — 50,000
Net assets........................................ $1,852,423 $1,644,644 $207,779
Stockholders’ Equity:
Preferred stock, 6% cumulative, par value 
$100 (2,602 shares) ............................. $ 260,200 $ 265,200 $ 5,000*
Common stock—par value $100 (12,724 
shares) .................................................... 1,272,400 1,092,300 180,100
Amount paid in—in excess of par value . . . 61,524 42,043 19,481
Retained earnings ...................................... 258,299 245,101 13,198
T o ta l................................................... $1,852,423 $1,644,644 $207,779
Required:
Prepare the “Cash Flow” statement (statement of source and application of 
cash). Prepare a supporting schedule showing the conversion of the income state­
ment to a cash basis, item by item. This schedule should show the amount of cash 
produced or used as a result of each item on the statement. Use the following col­
umn headings in this schedule:
Per
Income
Statement
Adjustments to 
Cash Basis
Add Deduct
Cash
Result
Additional information:
1. During the year, marketable securities were purchased at a cost of $24,692.
2. The “estimated uncollectible receivables” increased $11,448, despite the 
write-off of $2,605 of bad accounts. During the year, an account of $2,000, written 
off in a prior year, was recovered; the credit was made to Recovery of Bad Debts 
which was netted against “other operating charges” in the income statement.
3. During the year, 50 shares of preferred stock were reacquired by purchase 
at a 9% premium. These shares were cancelled, at which time the excess of the 
purchase price over the average amount originally contributed for these shares 
($105 per share) was debited to retained earnings.
4. The only entries in the retained earnings account for the year were for: net 
income, dividend declaration, and for the cancellation of preferred stock.
5. There were no sales or retirements of fixed assets during the year.
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(The candidate must solve any one of the following three problems) 
No. 3 (12 points) (Optional)
The Specialty Shops Company was unable to meet its obligations. As a result, 
John Mann was appointed receiver on February 5, 1952. The following trial bal­
ance was taken from the books as of that date:
Cash ...................................................................................................................  $ 764
Accounts receivable .................................................................................  5,928
Merchandise.......................................................................................................  16,536
Prepayment of expenses...................................................................................  704
Fixtures .............................................................................................................  12,342
Total debits ...........................................................   $36,274
Accounts payable ..............................................................................................  $15,987
Notes payable ...................................................................................................  3,500
Accrued wages, taxes, etc................................................................................... 1,275
Accrued rent . .................................................................................................... 600
Reserve for depreciation .................................................................................  3,803
Capital stock .....................................................................................................  10,000
Earned surplus .................................................................................................  1,109
Total credits .............................................................................................  $36,274
In the period from February 5, to April 30, 1952, the receiver’s actions re­
sulted in the following:
1. An audit of the accounts receivable disclosed that there were an additional 
$423 of accounts receivable which had not been brought on the books.
2. Merchandise costing $8,310 was sold for cash.
3. A portion of the fixtures, which cost $5,376 and had accumulated deprecia­
tion credits of $942, was sold.
4. Accounts receivable totaling $1,882 were collected. Other accounts amount­
ing to $741 have been determined to be worthless.
5. Claims have been approved and paid for $903 of the wages and taxes 
which were accrued at February 5. Wage claims for $125 which were unrecorded 
on February 5 have also been approved and paid. Other claims have not yet been 
paid.
6. Expenses for wages and supplies used in liquidating the business to April 30 
amounted to $1,245. Fees for the receiver need not be considered.
7. Rent under leases has continued to accrue in the amount of $900. Interest 
of $70 has accrued on notes payable.
8. Cash receipts and cash disbursements show the following:
Cash Receipts
Collection of accounts .......................................................................................  $1,882
Sales of merchandise...........................................................................................  9,108
Sale of fixtures ...................................................................................................  1,000
Cash Disbursements
Accrued wages and tax es ...................................................................................  $1,028
Expenses of the receivership .............................................................................  1,245
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Required:
Prepare either a formal statement of realization and liquidation and related 
gain and loss account for the period ended April 30, 1952, or a columnar work­
sheet showing similar information in a logical manner.
No. 4  (12 points) (Optional)
The Town of Sargentville uses budgetary accounts and maintains accounts for 
each of the following types of funds:
Symbol Fund
A Bond funds
B General bonded debt
C General fund
D Property accounts (general fixed asset
E Sinking funds
F Special assessment funds
G Special revenue funds
H Trust and agency funds
S Utility funds
T Working capital funds
The chart of accounts of the General Fund follows: 
Symbol Account
1 Appropriations
2 Cash
3 Due from other funds
4 Due to other funds
5 Encumbrances
6 Expenditures
7 Reserve for encumbrances
8 Revenues
9 Revenues (estimated)
10 Surplus receipts
11 Surplus (unappropriated)
12 1951 taxes receivable
13 Vouchers payable
The following transactions were among those occurring during 1951:
1. The 1951 budget was approved. It provided for $520,000 of general fund 
revenue and $205,000 of school fund revenue.
2. The budgeted appropriations for the general fund amounted to $516,000.
3. An advance of $10,000 was made from the general fund to a fund for 
the operation of a central printing service used by all departments of the municipal 
government. (This had not been budgeted and is not expected to be repaid.)
4. Taxes for general fund revenues were levied, totaling $490,000.
5. Contractors were paid $200,000 for construction of an office building. 
The payment was from proceeds of a general bond issue of 1950.
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6. Bonds of a general issue, previously authorized, were sold at par for 
$60,000 cash.
7. Orders were placed for supplies to be used by the Health Department— 
estimated cost, $7,500.
8. Vouchers were approved for payment of salaries of town officers in the 
amount of $11,200. (No encumbrances are recorded for wages and salaries.)
9. The supplies ordered in item 7 were received and vouchers approved for 
the invoice price of $7,480.
10. Fire equipment was purchased for $12,500 and voucher approved.
11. A payment of $5,000 was made by the general fund to a fund for eventual 
redemption of general obligation bonds.
12. Of the taxes levied in item 4, $210,000 was collected.
13. Taxes amounting to $1,240, written off as uncollectible in 1948, were 
collected. No amount was in the budget for such collections.
14. $1,000 of the advance made in item 3 was returned because it was not 
needed.
15. Supplies for general administrative use were requisitioned from the store’s 
fund. A charge of $1,220 is made for the supplies.
16. The general fund advanced $30,000 cash to provide temporary working 
capital for a fund out of which payment will be made for a new sewerage installa­
tion. Eventual financing will be by means of assessments on property holders on 
the basis of benefits received.
17. Equipment from the Highway Department was sold for $7,000 cash. This 
sale was not included in the budget and depreciation is not funded.
18. The town received a cash bequest of $75,000 for the establishment of a 
scholarship fund.
19. Previously approved and entered vouchers for payment of Police Depart­
ment salaries of $6,200 and for the transfer of $500 to the Police Pension Fund, 
were paid.
20. Receipts from licenses and fees amounted to $16,000.
Instructions: Using the answer sheet (p. 73), show for each transaction, by 
means of the appropriate numerals, the account debited and the account credited 
in the General Fund. If a transaction requires two entries in that fund, place such 
entries one above the other in the appropriate space. If a transaction requires an 
entry in any fund(s) other than the General Fund, indicate the fund(s) affected 
by printing the appropriate letter symbol(s) in the column headed “Other Funds 
Affected.” If there is nothing to be entered for a transaction leave the space blank.
The following transaction is already entered on your answer sheet as an example.
Example: Collections of taxes belonging to the county amounted to $17,400.
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Trans.
No.
Answer Sheet for Problem No. 4
General Fund
Dr. Cr.
Other
Funds
Affected
Ex.
1
2
3
4
5
6
7
8 
9
10
11
12
13
14
15
16
17
18
19
20
H
No. 5 (12 points) (Optional)
The C Company is planning a pension system for certain of its employees. It 
wishes to provide funds for meeting the payments under the pension plan and asks 
you for assistance.
The company does not contemplate making any pension payments under the plan 
until January, 1963. Payments in 1963 and thereafter to the present group of 
covered employees are expected to be as follows:
January 1, 1963 ...............................................................................................  $ 5,000
“ 1964 ..............................................................................................  7,000
“ 1965 ..............................................................................................  10,000
“ 1966 ..............................................................................................  14,000
“ 1967 ..............................................................................................  16,000
“ 1968 ..............................................................................................  20,000
“ 1969 ...........    25,000
“ 1970 ..............................................................................................  22,000
“ 1971 ..............................................................................................  17,000
“ 1972 ..............................................................................................  12,000
“ 1973 ..............................................................................................  8,000
“ 1974 ..............................................................................................  5,000
“ 1975 ..............................................................................................  2,000
“ 1976 ..............................................................................................  2,000
2 4
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Starting on January 1, 1953, and continuing for ten years, the company will 
deposit $10,000 a year in a special fund. On January 1, 1952, the company wishes 
to make a lump sum deposit of an amount sufficient to provide the remaining funds 
needed for meeting the pensions. It is expected that all the above funds will earn 
3½  per cent interest compounded annually during the entire life of the fund.
Required:
You are to compute the amount of payment which should be made on January 
1, 1952. Show all supporting computations in good form.
Table I, below, of values at 3½  per cent interest may be used as needed:
Table 1 for Problem No. 5
Periods
Amount of I 
at Compound 
Interest
Present Value 
of 1 at Compound 
Interest
Amount of 
Annuity of I 
at end of 
Each Period
Present Value 
of Annuity of I 
at end of 
Each Period
1 1.0350 .9662 1.0000 0.9662
2 1.0712 .9335 2.0350 1.8997
3 1.1087 .9019 3.1062 2.8016
4 1.1475 .8714 4.2149 3.6731
5 1.1877 .8420 5.3625 4.5151
6 1.2293 .8135 6.5502 5.3286
7 1.2723 .7860 7.7794 6.1145
8 1.3168 .7594 9.0517 6.8740
9 1.3629 .7337 10.3685 7.6077
10 1.4106 .7089 11.7314 8.3166
11 1.4600 .6849 13.1420 9.0016
12 1.5111 .6618 14.6020 9.6633
13 1.5640 .6394 16.1130 10.3027
14 1.6187 .6178 17.6770 10.9205
15 1.6753 .5969 19.2957 11.5174
EXAMINATION IN ACCOUNTING PRACTICE— PART II 
November 6, 1952, 1 :30 to 6 p.m.
(Solve all problems)
No. 1 (12 points)
F and T are partners in the operation of a retail store. They are concerned 
about the apparent discrepancy between their income and their volume of sales. 
Although they maintain incomplete accounting records, their experience in the 
business suggests to them that there is possible theft or larceny on the part of their 
staff.
The partners have asked you, in connection with your initial audit (covering 
the calendar year 1951), to apply such tests as you can to determine whether 
there is any indication of shortage.
In the course of your investigation you obtain the following facts having a bear­
ing on the problem:
a. The physical inventory taken December 31, 1951, under your observation, 
amounted to $4,442 cost, $4,171 market. The inventory of December 31, 1950, 
was $6,256 cost, $6,013 market. It has been the firm’s practice to value inventory 
at “lower of cost or market,” treating any loss or decline in market value as “other 
expense.”
b. Using the treatment of “loss or decline in market value” of inventory as men­
tioned in (a) above the average gross profit in recent periods has been 35 per cent 
of net sales. The partners inform you that this per cent seems reasonable and that 
they expected the same result for 1951, since their mark-up per cent was approx­
imately the same as in the past.
c. The December 31, 1950 balance-sheet shows accounts receivable of $2,057. 
Notes payable to banks and trade accounts payable were combined on the De­
cember 31, 1950, balance-sheet. They totaled $9,622. The firm records accounts 
payable at the net figure, as cash discounts are seldom missed. Purchases have 
been shown net in past income statements. Sales discounts have been treated as 
deductions from sales in the past.
d. During 1951 accounts were written off in the amount of $216, and an ac­
count for $148 written off in 1950 was collected and recorded as a regular collec­
tion on account.
e. Unpaid sales slips show that customers owed $3,246 on December 31, 1951.
f. Unpaid invoices indicate that the firm owed trade creditors $5,027 at the 
end of 1951. Record of notes outstanding indicates that $3,000 was owed to banks 
on December 31, 1951.
g. Sales returns amounted to $95 and purchase returns amounted to $272.
h. Of the items in the cash records, the following are pertinent:
Receipts:
From customers (after $272 discounts).....................................................  $49,851
From bank loan (net of 60-day, 6% discount) .......................................... 2,970
Disbursements:
To trade creditors (after $916 cash discounts) .........................................  38,970
To banks on loans ....................................................................................... 4,000
To customers for returned goods.................................................................  72
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Required:
Compute the amount by which the physical inventory is short, assuming the 
gross profit rate of 35% is reasonable.
No. 2 (18 points)
The Mancett Corporation had $105,000 of dividends in arrears on its preferred 
stock as of March 31, 1952. While retained earnings were adequate to meet the 
accumulated dividends, the company’s management did not wish to weaken its 
working capital position. They also realized that a portion of the fixed assets were 
no longer used or useful in their operation. Therefore, they proposed the following 
reorganization which was approved by stockholders to be effective as of April 1, 
1952:
1. The preferred stock was to be exchanged for $300,000 of 5 per cent de­
benture bonds. Dividends in arrears were to be settled by the issuance of $120,000 
of $10 par value, 5 per cent noncumulative preferred stock.
2. Common stock was to be assigned a value of $50 per share.
3. Goodwill was to be written off.
4. Property, plant, and equipment were to be written down, based on appraisal 
and estimates of useful value, by a total of $103,200 consisting of $85,400 increase 
in allowance for depreciation and $17,800 decrease in certain assets.
5. Current assets were to be written down by $10,460 to reduce certain items 
to expected realizable values.
The condensed balance-sheet as of March 31, 1952, was as shown in Exhibit 1 
below.
Required:
a. You are to prepare:
1. The journal entries to give effect to the reorganization as of April 1, 1952. 
Give complete explanations with each entry and comment as to any possible options 
in recording the reorganization.
Exhibit 1: Condensed Balance-Sheet for Problem No. 2
Assets
Cash ..................................................... ........... .............  $ 34,690
Other current assets ...................................................... 252,890
Property, plant, and equipment ...................................  $1,458,731
Allowance for depreciation ............................................ 512,481
--------------------------------- 946,250
Goodwill .......................................................................  50,000
$1,283,830
Liabilities and Capital
Current liabilities ................................................................................... $ 136,860
7% Cumulative preferred stock ($100 par)* ........................................ 300,000
Common stock (9,000 shares, no-par) .................................................  648,430
Premium on preferred s tock .................................................................  22,470
Retained earnings ........................................................................................... 176,070
$1,283,830
* $105,000 dividends in arrears.
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2. A balance-sheet as of April 30, 1952, assuming that net income for April 
was $10,320 after provision for taxes. The operations resulted in $5,290 increase 
in cash, $10,660 increase in other current assets, $2,010 increase in current liabili­
ties and $3,620 increase in allowance for depreciation.
b. In making an audit of the Mancett Corporation as Of December 31, 1952, 
you find the following items had been charged or credited directly to retained 
earnings during the nine months since April 1, 1952:
1. Debit of $14,496 arising from an income-tax assessment applicable to prior 
years.
2. Credit of $20,387 resulting from gain on sale of equipment which was no 
longer used in the business. This equipment had been written down by $10,000 
increase in allowance for depreciation at the time of the reorganization.
3. Debit of $7,492 resulting from the loss on fixed assets destroyed in a fire 
on November 2, 1952.
4. Debit of $13,500 representing dividends declared on common and pre­
ferred stock.
For each of these items, state whether you believe it to be correctly charged or 
credited to retained earnings. Give the reasons for your conclusion. If the item is not 
handled properly, prepare the necessary correcting entry.
No. 3 (20 points)
The Superior Hammer Company produces an expensive line of hammers. It 
operates its own handle department and a foundry department to produce the 
hammer heads. Assembly and finishing is a separate department.
In the foundry department, equal parts, by weight, of pig iron and coke, together 
with special alloy materials, are introduced into a furnace where the materials are 
reduced to molten metal which is poured into molds. The day’s work in the foundry 
is as follows:
1. Remove and clean the heads east on the previous day.
2. Set the molds for the current day’s melt.
3. Load and “burn” the melt for the day.
4. Pour the metal into the molds.
One-fourth of the labor cost is estimated to be applicable to step number 1.
In the assembly and finishing department, the hammer heads are finished and 
the handles inserted. Handles are frequently spoiled in the process. Finished 
hammers are transferred to the stock room immediately.
On October 1, 1952, there was no inventory of any kind in the foundry depart­
ment. During October, 20,000 heads were completed and transferred to the assem­
bly and finishing department. At the end of the month 1,500 good cleaned heads 
were on hand in the foundry and 1,000 heads had been poured on the last day. A 
total of 22 tons of pig iron, coke, and alloy materials costing $1,248 were placed in 
production. Direct labor costs for the month amounted to $4,380. Indirect costs 
were applied at 30 per cent of direct labor cost. A hammer head weighs one pound. 
An average of ten per cent of the heads poured are not perfect and are remelted.
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On October 1 there were 400 hammer heads in the assembly and finishing de­
partment on which no work had been done. Their cost was $128.24. There were no 
handles on hand. During October 20,000 handles costing $9,876 were received in 
this department. All of the handles were used in completing 19,800 finished ham­
mers. Labor cost amounted to $1,834 and indirect costs to $1,252.
Required:
Prepare departmental cost and production reports showing unit production costs 
and the assignment of these costs to interdepartmental transfers or inventories for 
the month of October, 1952, for the foundry department and the assembly and 
finishing department. The company uses weighted average cost in its accounts. Unit 
cost computations should be carried to five decimal places.
EXAMINATION IN THEORY OF ACCOUNTS 
November 7, 1952, 1: 30 to 5 p.m.
[This paper is intended to test the extent of your knowledge of accounting theory 
and your ability to apply the knowledge you have acquired. Due weight will be 
given to the arguments presented to support your answers, even though the exam­
iners may not agree with your conclusions.]
(Answer the first six questions and any two of the last three questions.) 
No. 1 (10  points)
Austin and Bradford are partners. They share profits equally and have equal 
investments. The partnership’s net assets are carried on the books at $20,000. 
Crane is admitted to the partnership with a one-third interest in profits and net 
assets. Crane pays $9,000 cash into the partnership for his interest.
Prepare journal entries to show three possible methods of recording on the part­
nership books the admission of Crane. State the conditions under which each meth­
od would be appropriate.
No. 2 (10  points)
Corporations frequently establish a minimum dollar amount for items to be 
capitalized as fixed assets. The minimum may be as low as one dollar or as high 
as several hundred dollars. Regardless of nature, all expenditures for initial installa­
tions amounting to less than this established minimum are charged to current ex­
pense.
What factors should be considered by a corporation in establishing the amount 
of such a minimum? Explain why each factor should be considered.
No. 3 (10  points)
Some manufacturing businesses identify or allocate all manufacturing overhead 
to productive departments. An overhead rate then may be established for each pro­
ductive department based on direct labor cost. Using this rate, overhead is then 
applied to jobs or products.
Discuss the possible advantages and disadvantages of the direct labor cost basis 
for applying overhead to jobs or products as opposed to other commonly used 
bases for overhead distribution, such as machine hours or cost of material used.
No. 4  (1 2 ½  points)
a. State the rules dealing with the recognition in financial statements of purchase 
commitments and expected losses on commitments.
b. The Robcay Corporation has a fiscal year ending June 30. At June 30, 1952, 
it has purchase commitments for which the market price is less than the contract 
price and for which there is a probable loss based on current resale price.
1. At June 30, 1952, what entry can be made by the Robcay Corporation to 
reflect the market decline?
2. Describe how the accounts involved in your answer to b ( 1) should be shown 
in the financial statements. Justify the balance-sheet treatment you describe.
3. What entry should be made when the goods are received in November, 1952?
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No. 5 (15 points)
A small motor trucking corporation purchased two new trailers on September 
30, 1952. The purchase contract specified a total price of $15,752 and a down 
payment of $5,000. The balance was covered by a non-interest-bearing installment 
note to be paid in 24 monthly installments of $448. The first payment was due 
on October 31, 1952. Included in the total price was an interest and finance charge 
of $1,152.
The purchase was recorded by the following entry:
Trailers .....................................................................................................$14,600
Deferred interest and finance charge...................................................... 1,152
C ash ..................................... ..................... .......................................  $5,000
Installment note payable.................................................................. 10,752
a. In journal entry form, record the October 31, 1952, payment and adjustment 
of the deferred interest and finance charge account. Use the straight-line method of 
amortization.
b. Give arguments for and against the straight-line method of amortizing the de­
ferred interest.
c. The corporation wishes to show the deferred interest as a deduction from the 
installment note payable on its balance-sheet. Give arguments for and against this 
treatment.
No. 6 (1 2 ½  points)
You have a client who is considering making a long-term personal investment in 
common stock of a manufacturing company. The published financial reports of the 
company for the past two years have been reviewed by him. These reports seem to 
have been prepared in the usual manner. The balance-sheets show that the company 
has substantial inventories and a large investment in fixed assets.
Prepare a report for your client setting forth the limitations to forming an opinion 
for investment purposes inherent in a review of such statements standing alone. 
Indicate other factors to be considered in making long-term stock investments.
(Answer any two of the following three questions.)
No. 7 (15 points)
The Montan Corporation operates a copper mine and smelting plant. It has 
recently hired a new controller. He finds that inventory is valued at cost and that 
depletion is calculated on the basis of tons of ore extracted and is charged to pro­
duction. The new controller agrees that inventory should be valued at cost and he 
agrees that depletion should be calculated in the manner stated above. He proposes, 
however, that depletion should not be recorded until the refined copper is sold, at 
which time it should be recorded as a separate charge to cost of goods sold.
a. If the controller’s proposal were adopted, describe in detail its effect on subse­
quent income statements.
b. If the controller’s proposal were adopted, describe in detail its effect on subse­
quent balance-sheets.
c. Give arguments for and against the controller’s proposal.
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No. 8 (15 points)
The X Corporation entered into an agreement with certain of its officers whereby 
options to purchase the corporation’s common stock at a fixed price, substantially 
below current market, will be granted to them at the completion of certain periods 
of service. The agreement specified the date on which the options will be granted, 
the periods of service to be performed, the period during which the options are 
valid as well as the price and amount of stock to be covered by each officer’s option.
You are to discuss the following two accounting questions arising out of these 
agreements:
a. The date on which the compensation represented by these options should be 
considered to require recognition from the standpoint of the company. The follow­
ing three dates have been advanced as possibilities and each of them should be con­
sidered in your answer: (1) The date of the agreement. (2) The date on which 
the services are completed and the option rights become the property of the officers.
(3) The date(s) on which the options are exercised.
b. What should be the basis of computation of the amount to be recorded as 
compensation? Include in your answer an explanation of your reasons for the 
basis proposed.
No. 9  (15 points)
a. The excess-profits-tax law provides two general alternative methods of com­
puting the excess-profits credit, commonly referred to as (1) “income method” and
(2) “invested capital method,” with various further alternatives available under 
each of the two general methods.
Assuming that taxpayer is on a calendar-year basis, group the following items into 
categories which affect the computation of the excess-profits-tax for 1952 under:
(1) the income method exclusively; (2) the invested capital method exclusively;
(3) both methods.
(a) Notes receivable from a wholly owned subsidiary.
(b) Interest rates on borrowed capital outstanding at January 1, 1948.
(c) Distributions to stockholders during the first 60 days of the calendar year 1952.
(d) Introduction of a new product.
(e) Borrowed capital outstanding at January 1, 1949.
(f) Equity capital at January 1, 1952.
(g) Average borrowed capital for the calendar year 1952.
(h) Comparison of payrolls.
(i) Distribution during the first 60 days of the calendar year 1949.
(j) Aggregate of the net operating losses over aggregate of the net income for the 
years 1940 through 1949.
b. A corporation has normal tax net income in 1952 in the amount of $900,000. 
Its excess-profits credit is $650,000 under the income method and $675,000 under 
the invested capital method. The corporation’s borrowed capital consists of a 
$1,000,000, 5 per cent long-term loan, which has remained unchanged from Jan­
uary 1, 1950, through December 31, 1952. Based on the foregoing facts, which 
excess-profits credit should be used in computing excess-profits tax payable on 1952 
income? Explain your conclusion.
EXAMINATION IN AUDITING 
November 6, 1952, 9 a.m. to 1 2 :30 p.m.
(Answer all questions)
No. 1 (12 points)
You are making a regular annual audit of a small, but growing, manufacturing 
corporation. As a result of inadequate working capital, the corporation has bor­
rowed from its bank on short-term notes and has occasionally given notes to sup­
pliers for overdue accounts payable.
In outline form, prepare an audit program for notes payable.
No. 2 (12 points)
Your client is a small, closely-held manufacturing corporation. A full-time book­
keeper keeps all the records and prepares monthly statements. You are retained 
to make a year-end audit which your client states will be used only by management.
Perpetual inventories are not maintained. Management plans and supervises the 
physical inventory and sees no need for you to observe the taking of the inventory 
or for you to test the inventory quantities. As a matter of customer relations, man­
agement believes that you should not confirm receivables. Accordingly, the terms 
of your engagement call for a regular annual audit except that you do not confirm 
receivables, observe the physical inventory or make test counts of inventory.
In the course of your audit, you find no exceptions to the consistent use of ac­
ceptable accounting procedures or conventions.
a. Draft a short-form audit report to be submitted for this engagement.
b. Explain fully why your short-form audit report varies or does not vary from 
the usual form.
No. 3 (15  points)
A suburban hospital is planning a drive for contributions to a construction fund. 
Solicitation will be by mail and by personal appeals made by volunteer workers.
What controls would you suggest over the receiving of contributions? As to each 
control, include a brief statement of its specific purpose.
No. 4  (12 points)
Assume that you are the senior in charge of the audit in each of the following 
cases:
a. You go to the client’s receiving department office to count an imprest petty 
cash fund of $15. The custodian goes to the next room to get the petty cash box and 
you hear him say, “Hey, Joe, give me $10 for petty cash, the auditor is here.” What 
action would you take? Explain.
b. You are reviewing a client’s entries for prepaid insurance and insurance ex­
pense. The largest policy was purchased during the year under audit, and you 
find that the client has charged 27 months premium to expense and set up 9 months 
premium as prepaid. You calculate that 9 months premium should be charged to 
expense and that 27 months premium should be set up as prepaid. What should be 
done? Give the reasons for your answer.
c. You are on the audit of a medium-sized manufacturing company and are 
working on a table in the treasurer’s office. The treasurer has sole control over cash
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receipts and disbursements. While you a re working on cash, the treasurer seems to 
be watching you and several times asks if he can be of any assistance. You find 
that the cash receipts book has been underfooted and that several receipts have not 
been deposited. What action would you take? Give reasons to support your answer.
No. 5 (12 points)
List and briefly describe the procedures by which an auditor who is making a 
regular annual audit might discover unrecorded liabilities.
No. 6 (15 points)
Your client, the Morgan Co., manufactures baby carriages as its only product. 
It maintains perpetual inventory records in quantities and values and also takes 
a complete physical inventory each October 31.
You are assigned on September 12 to review the client’s written plans, proced­
ures, and instructions for taking the physical inventory. What are the principal points 
for which you should look? Give your reasons for their inclusion.
No. 7 (12 points)
In previous years you have been assigned to the audit of a beverage manufac­
turer as a junior and later as a semi-senior. This year you are assigned as senior 
in charge. You find a new account in the general ledger with the title “Formulas 
and Processes.” This account has a debit balance of $25,000. You check back to 
the general journal and find the following entry:
Formulas and Processes .................................................................  $25,000
Capital Stock ...........................................................................................  $25,000
To record issuance of stock at par to John Doe for secret formulas 
and processes which are not patentable.
Describe the procedures you would follow in connection with this new account. 
No. 8 (10  points)
The following twenty statements are to be judged on the basis of whether or not 
they are basically true statements. Write on the left-hand side of a sheet of paper 
the numbers 1 through 20. Opposite the number, write the word “True” if you 
believe that the related statement is true. If the statement is not true, write the 
word “False.” No reason need be given to support your answer. Your grade will 
be based solely on the number of items correctly answered.
1. The American Institute of Accountants publishes a standard audit program 
and encourages its adoption for general use.
2. An independent public accountant, in making an annual audit, should 
supervise and assume responsibility for the taking of a physical inventory by 
his client.
3. The rules of professional conduct of the American Institute of Accountants 
prohibit a member from being an off icer, director, or stockholder of a Corporation 
engaged in the practice of public accounting in the United States.
4. The fact that an auditor is unable to express an unqualified opinion clearly 
indicates that he has made an unsatisfactory audit.
5. An independent public accountant usually completes his review of the 
system of internal control before be begins his audit.
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6. By tracing each entry in the general ledger to the books of original entry, 
the auditor establishes that all postings have been made to the ledger.
7. The Securities and Exchange Commission publishes a check-off list of 
generally accepted accounting principles.
8. The extent of auditing by an independent public accountant may be in­
fluenced properly by the extent of internal auditing.
9. If footnotes to financial statements are not adequate, the auditor is obli­
gated to clarify them in his report.
10. The ordinary examination for the purpose of expressing an opinion respect­
ing financial statements is not designed to disclose and cannot be relied upon to 
disclose defalcations.
11. An auditor is under obligation to disclose certain transactions and events  
which occurred subsequent to the period under audit but before the audit was 
completed.
12. It is acceptable procedure for an independent auditor to confirm accounts 
receivable as of some date other than the balance-sheet date.
13. The short-form report must be qualified if there is a difference between net 
income shown by the books and net income shown on the Federal income-tax 
return.
14. Audit working papers are generally the property of the company whose 
records were audited.
15. Oral information furnished by officers and employees of a client must 
not be considered as evidence by the auditor.
16. A negative form of confirming accounts receivable is most appropriate 
where there are a large number of accounts having small balances.
17. If the accounts receivable control exceeds the total of the subsidiary ac­
counts and the error is not discovered, the control should be written down and 
accounts receivable on the balance-sheet should be stated at the total of sub­
sidiary balances.
18. The Securities and Exchange Commission requires that all listed com­
panies select their auditors at a stockholders’ meeting.
19. The most satisfactory method of determining audit fees is to set them at an 
agreed percentage of net profit because this measures ability to pay.
20. It is common practice for an auditor to appraise physical property in a 
balance-sheet audit or in other audits where he must give an opinion on the bal­
ance-sheet.
EXAMINATION IN COMMERCIAL LAW 
November 7 ,  1952, 9 a.m. to 1 2 :30 p.m.
(The purpose of these questions is to test the candidate’s knowledge of textbook 
treatment of problems inherent in business transactions and in the audit thereof. 
Except for objective type questions, credit will not be given for an answer unaccom­
panied by a statement of reasons. Answers to questions involving negotiable 
instruments, partnerships, and sales should be based on provisions of the pertinent 
uniform laws.)
GROUP I
(Answer all questions in this group)
No. 1 (10  points)
M bought a suit of clothes from A for $65. In payment, M signed a check in 
blank on D Bank and gave it to A, instructing A to complete the check for $65. 
A completed the check to his own order for $165, indorsed it with a special in­
dorsement and sold it to B, a holder in due course. B in turn negotiated the check 
to C in payment of an account. C, who was unaware of the circumstances of the 
check’s completion, acquired the check within a reasonable time after M had 
given it to A, but B neglected to indorse the check. C presented the check properly 
to D Bank which refused to pay it because the bank had made an error in com­
puting M’s balance which showed insufficient funds to cover the amount of the 
check. C immediately sent proper notice of dishonor to M.
Give reasons for your answer to each of the following questions:
a. If B had retained the check, could he have recovered $165 from M, as­
suming proper presentment, dishonor, and notice of dishonor to M?
b. May C recover $165 from M?
c. May C recover $165 from D Bank?
No. 2 (10  points)
A owed $1,000 to C, a common carrier of goods, for C’s transportation of A’s 
automobile. A subsequently delivered a truck to C for transportation to X City, 
receiving from C a negotiable bill of lading in A’s name. A indorsed, sold, and 
delivered the bill of lading to B who paid A $5,000 for it. The transportation 
charges on the truck to X City were $200.
a. For how much does C have a lien on the truck? Explain.
b. If B tendered the bill of lading and $200 to C, which C refused to accept, 
could B compel C to deliver the truck to him? Explain.
c. If the bill of lading were non-negotiable and C, ignorant of A’s transfer of 
the bill of lading to B, delivered the truck to A without obtaining the bill of lading, 
would B have any rights against C? Explain.
No. 3 (10  points)
A offered by mail to sell B his farm for $10,000. A’s letter was mailed on July 5 
and received by B on July 8.
a. Assume that B wrote A on July 9, inquiring: “Won’t you take less?” A re­
plied by letter on July 13, “No” B then mailed a letter to A on July 17, stating 
“I accept your offer of July 5.” A refused to have any further dealings with B. As­
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suming that July 17 was a reasonable time within which to have replied to the offer 
of July 5, is there a valid contract between A and B for the sale of the farm? 
Explain.
b. Assume that B, on July 10, sent a telegram to A in which he accepted the 
offer of July 5. A never received the telegram. Would a valid contract have been 
formed between A and B for the sale of the farm? Give your reasons.
c. Assume that A had intended to ask $10,500 for the farm but inadvertently 
used the $10,000 figure in his letter. B accepted the offer but A refused to sell for 
less than $10,500. Is B entitled to enforce the contract for $10,000? Explain.
d. Assume that B was not interested in A’s offer and gave A’s letter to C telling 
C to accept if he were interested. C sent a letter to A in which he said, “I  accept 
your offer.” A refused to convey the land to C. May C recover from A a breach 
of contract? Why?
No. 4  (10  points)
a. Name three acts which, under the Uniform Partnership Act, require the unan­
imous consent of all of the partners in order that such acts be binding on the firm.
b. State the order in which partnership assets are distributed if the partnership 
is dissolved voluntarily.
c. Name three ways in which a partnership can be dissolved by the act of a 
partner, or partners without violation of the partnership agreement.
d. If a court has possession of both partnership property and the individual prop­
erties of the partners, how will the properties be distributed as to the partnership 
creditors and creditors of the individual partners?
No. 5 (10  points)
a. The board of directors of X Corporation has entered into a contract with T, 
an individual. The contract is ultra vires the corporation. Which, if any, of the fol­
lowing parties may legally object to the ultra vires act? (1) The state of incorpora­
tion. (2) A stockholder in X Corporation. (3) Y Corporation, a competitor of X. 
Explain.
b. Assume the ultra vires contract in (a) above is performed in full. T now 
wishes to return the consideration he received and get back the consideration he had 
given. Should a court give him this relief? Why?
c. At a directors’ meeting, attended by the five directors of L Corporation, a 
contract was voted on favorably by three members. If the contract was between L 
Corporation and B, one of the directors who voted for the contract, can the contract 
be avoided by the corporation? Explain.
GROUP II
(Answer any five questions in  this group. No credit will be given fo r 
additional answers and if subm itted only the first five 
answers will be considered.)
No. 6 (10  points)
a. Name four duties or obligations of a principal to his agent.
b. What is an agent’s lien? To what funds or property of the principal does an 
agent’s lien attach?
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c. Is the relationship of a public accountant to his clients that of an independent 
contractor or that of an employee? Explain.
No. 7 (10  points)
A agreed in a written contract to erect for O an apartment building according 
to plans and specification for a contract price of $100,000. For each of the follow­
ing cases, state whether A’s non-performance would be excused. Give a brief rea­
son for each answer.
a. A becomes paralyzed and bedridden as a result of an accident.
b. A refuses to complete the building because construction and labor costs have 
risen 25 per cent since the contract was made.
c. Because of possible war with a foreign power, Congress has passed a law 
forbidding the construction of such buildings.
d. O becomes bankrupt and will be unable to pay for the building when it is 
completed.
No. 8 (10  points)
a. A bought a floor lamp from B and paid $25, the purchase price of the lamp, 
to B. A had other shopping to do and asked B to allow him to leave the lamp in 
B’s store until he returned for it. B agreed to this request and placed a “Sold” tag 
on the lamp. The tag fell off and T, a clerk in B’s store, sold the lamp to X, who 
paid for it and took it with him when he left the store. T and X were unaware of 
the previous sale to A. Has A or X the better right to the lamp? Why?
b. D, another customer of B, under agreement with B, took a chair home from 
B’s store. D was to use the chair for one week and then either return it to the store 
or pay $75 to B. Ten days later D’s home and its contents, including the chair, were 
destroyed by fire. Upon whom, B or D, does the loss of the chair fall? Explain.
No. 9 (10  points)
a. State the respects in which joint-stock associations at common law differ from 
corporations and the respects in which they resemble them.
b. Define each of the following types of corporation: ( 1)Municipal; (2 )  Quasi.
c. Distinguish between domestic and foreign corporations.
d. When does a corporation become bound by the agreements of a promoter 
relating to its formation?
No. 10 (10 points)
a. What requirements must one satisfy to become a holder in due course of a 
negotiable instrument?
b. What is “protest”? When must it be used?
c. What is the major legal advantage of a certified check as contrasted with one 
which is not certified?
d. Before the indorsers on a negotiable instrument can be held, in event of non­
payment by the maker, what steps must the holder take?
e. Upon what date should you present for payment the following negotiable 
instruments:
1. One which matures on Tuesday, June 5?
2. One which matures on Wednesday, December 25?
3. One which matures on Friday, July 4?
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No. 11 (10  points)
In each of the following statements, the blank indicates the omission of a word 
or phrase. You are to select the word or phrase, from those at the end of each 
item, which most appropriately completes the statement. Indicate your choice by 
listing the numbers 1 through 10 on your answer sheet and placing the letter (a) 
or (b) beside the appropriate item number. Grade will be based on the number of 
correct answers. No reasons need be given to support your choice.
1. A deed conveying real property----------be recorded to be valid as between
the grantor and grantee.
(a)must (b)need not
2. The grantee’s name in a deed purporting to convey real property is mis­
spelled. This----------invalidates the deed.
(a )  does not (b )  does
3. A deed, purporting to convey real property recites a consideration of $10.
No money was actually paid. The deed------ —  valid.
(a )  is (b ) is not
4. A deed, purporting to convey real property, contains no date. T h is----------
the deed from being valid.
(a )  prevents (b ) does not prevent
5. Failure to attach the necessary Federal Revenue Stamps to a deed ----------
the deed.
(a ) invalidates (b ) does not invalidate
6. A deed to be effective as a conveyance of real property----------be delivered.
(a)must (b)need not
7. An individual, having acquired legal title to land through adverse possession,
deeds the property to another. Good title ----------conveyed.
(a )  is (b )is  not
8. A deed is made purporting to convey the title to real property to an infant.
The deed i s -------- .
(a)void (b)valid
9.-A parcel of land is conveyed by a warranty deed. There is a recorded, unpaid 
mortgage on the land. No mention of the mortgage is made in the deed. The grantor 
 breached a warranty.
(a)has (b)has not
10. A quitclaim deed is made by a grantor to a grantee. It later is found that the 
grantor has no interest in the land described in the deed. The grantee----------re­
cover for breach of warranty from the grantor.
( a )  can (b ) cannot
No. 12 (10 points)
On your paper you are to write the numbers 1 through 10. Opposite each number 
you are to write the word “true” if the statement is true and the word “false” if the 
statement is not true. Grade will be based on the number of correct answers. No 
reasons need be given.
1. No person can be forced into involuntary bankruptcy unless he is insolvent.
2. No person can be forced into involuntary bankruptcy because of an inten­
tional preferential transfer while insolvent if he is solvent again at the date the peti­
tion is filed.
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3. A $50,000 gift given to a bankrupt by his father three weeks after the peti­
tion in bankruptcy was filed becomes part of the old bankrupt estate available for 
creditors.
4. An ordinary judgment lien only three months old when a petition in bank­
ruptcy is filed against the debtor is no longer enforceable as a lien, if at the time 
when such lien was obtained the debtor was insolvent.
5. The referee in bankruptcy is the person who takes title to the bankrupt’s 
property.
6. Taxes, other than property taxes, are paid out of the bankrupt’s estate before 
wages are paid.
7. Wages, without limit as to amount, if earned within three months immed­
iately prior to bankruptcy of the debtor, carry over against the bankrupt’s new 
estate if they are not paid in the bankruptcy proceeding.
8. In bankruptcy, wage claims are paid out of validly mortgaged property before 
the mortgage debt.
9. A discharge in bankruptcy does not relieve the bankrupt debtor of liability 
for money borrowed as a result of the debtor intentionally misrepresenting his fi­
nancial condition.
10. A person may not be forced into bankruptcy more often than once every 
six years.
Examination, May, 1953
EXAMINATION IN ACCOUNTING PRACTICE-PART I 
May 13, 1953, 1 :30 to 6 p.m.
(Solve all problems)
No. 1 (20 points)
Prepare a U. S. partnership return of income on Form 1065, for the Ajax En­
gineering Company, for the fiscal year ended October 31, 1952, complete in so 
far as the following information makes possible. A work sheet is not required, but 
schedules should be submitted showing the composition of items in Columns 2, 3, 
and 5 of Schedule J.
The Ajax Engineering Company, a copartnership formed on January 1, 1951, 
adopted a first fiscal year ending on October 31, 1951, and prepared its first re­
turn, which has been examined and accepted as filed, on the accrual basis. There 
are four partners, all of whom are located in the capital of your state. The firm’s 
only branch office, under a resident manager, is located in Mexico City.
The partnership agreement provides that profits and losses are to be shared 
equally, after the crediting of interest on capital at the rate of 4 per cent per annum 
and the payment of annual salaries of $10,000 each to Smith and Jones. The inter­
est is to be computed on partners’ monthly balances and credited to the respective 
capital accounts. This interest is not subject to withdrawal. The agreement further 
provides that, notwithstanding the fact that partners’ salaries and interest on capital 
accounts may result in unequal distribution of income, such items as capital gains, 
credits, and deductions which are to be separately stated on the partnership return 
shall be apportioned equally among the partners.
Each of the partners contributed $100,000 in cash to the firm’s capital on Janu­
ary 1, 1951, with the exception of Brown who paid in $50,000 in cash plus certain 
marketable securities having a market value of $50,000 on that date. Brown ac­
quired the securities from the estate of his mother who died on August 1, 1946, 
and they had the following fair market value on the date of her death (no election 
was made to use the optional valuation date):
$10,000 U.S. Treasury bonds, issued prior to 3/1/41 . .......................... $ 9,800
$10,000 State of Illinois bonds.................................................................  9,750
1,000 Shares ABC Mutual F u n d ....................................................  19,950
$39,500
For the short period ended October 30, 1951, an operating loss of $60,000 was 
sustained. During its second year, however, the firm has had substantial earnings 
and full tax benefit of the prior year’s loss will be realized by all partners. A trial 
balance for the year ended October 31, 1952, combining main office and branch 
is shown in Exhibit I on page 90, together with a post-closing trial balance at 
October 31, 1951.
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Exhibit 1: Trial Balance
Post-closing 
Trial Balance 
October 31, 1951
Dr. Or.
Cash .............................................................. $ 35,460
Accounts receivable—trade ........................  141,162
Accrued interest receivable........................  80
Allowance for doubtful accounts .............. $ 4,392
Trial Balance 
October 31, 1952
Dr.
$ 21,970
366,762
Cr.
$ 8,982
Marketable securities:
U.S. Treasury bonds, issued prior to
3/1/41 ..................................................
State of Illinois 3% bonds due 1990.. ..
ABC Mutual Fund, 1,000 shares ..........
Depreciable assets ........................................
Allowance for depreciation ......................
Deferred assets and prepaid expenses........
Accounts payable ........................................
Accrued expenses........................................
Mexican income tax accrued ....................
Reserve for possible devaluation of the
Mexican Peso ............................................
Reserve for contingencies ............................
Partners’ capital accounts:
Smith ........................................................
Jones ................................................
Brown.......... .............................................
White ........................................................
10,000
10,000
30,000
155,000
13,728
20,000
160,225
47,680
51,838
26,270
79,475
20,000 43,730
2,200 6,800
73,000
10,000
25,000
76,620
75,000 78,670
73,000 76,580
76,000 79,690
Partners’ drawings:
Smith ..........................................
Jones ............................................
Brown ..........................................
White ..........................................
Engineering and consulting fees .
Interest on U.S. obligations ........
Interest on State of Illinois bonds
30,000
30,000
30,000
30,000
587,760
280
300
Interest on partners’ accounts:
Smith ........................................................
Jones ..........................................................
Brown ........................................................
White ........................ ...............................
Dividend received from ABC Mutual Fund
Profit on sale of securities ......................
Depreciation ................................................
Provision for doubtful accounts ................
Provision for possible devaluation of the
Mexican p eso ............................................
State and local taxes ..................................
Mexican sales taxes ....................................
Mexican income tax ....................................
Provision for contingencies ........................
Repairs ..........................................................
Engineers’ salaries ........................................
Partners’ salaries paid ................................
Rent ..............................................................
Donations .................................. ................
Administrative and selling expenses..........
Profit on sale of office equipment..............
3,620
3,670
3,580
3,690
28,680
6,590
10,000
54,380
2,440
6,800
25,000 
6,500
190,000
20,000 
14,000 
16,990 
47,400
2,000
10,000
5,000
$395,430 $395,430 $1,138,567 $1,138,567
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The company did not adopt the “reserve method” for claiming bad debt deduc­
tions in its first return. An analysis of the allowance for doubtful accounts shows the 
following:
Balance November 1, 1951 .............................................................................  $ 4,392
Provision ...........................................................................................................
Recovery of account written off in the prior year ......................................
6,590
1,000
$11,982
3,000Accounts written off ...................................................................................
Balance October 31, 1952 .............................................................................  $ 8,982
The Mexican operations were profitable and, although nothing adverse was im­
minent, the partners deemed it advisable to provide for possible currency declines. 
The contingency reserve represents the estimated liability of the firm in a legal 
action about to be instituted by a customer. The dividend check from the ABC 
Mutual Fund was accompanied by a letter stating that $1.50 per share was distri­
buted out of ordinary income and $.50 out of realized capital gains. The profit on 
sale of securities was computed as follows:
Book
Value Proceeds
Book
Profit
Date
Sold
10/ 5/52 
10/30/52 
$10,000 10/30/52
$10,000 U. S. bonds .................................  $10,000 $10,000
$10,000 State of Illinois bonds .................. 10,000  10,000
1,000 shares ABC Mutual F u n d .......  30,000 40,000
Donations were made to the following:
Red Cross ...........................................................................................................  $3,000
Community Chest ...............................................................................................  5,000
Republican National Committee.............................................................................  4,990
A pledge of $4,000 was made for a contribution to the local hospital, and was 
accrued at October 31, 1952. Payment thereof was made two months later. The 
computation of the profit on sale of off ice equipment is shown below:
Proceeds of sale .............................................................................  $16,000
Cost on acquisition date (January 5, 1951) .................................. $12,000
Depreciation provided to date of sale (September 30, 1952) . . . .  1,000 11,000
Profit ............................................. ...........................................  $ 5,000
No. 2 (12 points)
a. For each of the following numbered items you are to select the lettered 
item(s) which indicate(s) its effect(s) on the corporation’s statements. Using an 
answer sheet, indicate your choice by printing the letter(s) identifying the effect(s) 
which you select. If there is no appropriate response among the effects listed, leave 
the item blank. If more than one effect is applicable to a particular item, be sure to 
list all applicable letters. (Assume that the state statutes do not permit declaration 
of non-liquidating dividends except from earnings.)
Item
(1) Declaration of a cash dividend due in one month on non-cumulative preferred 
stock.
(2) Declaration and payment of an ordinary stock dividend.
(3) Receipt of a cash dividend, not previously recorded, on stock of another 
corporation.
(4) Passing of a dividend on cumulative preferred stocks.
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(5) Receipt of preferred shares as a dividend on stock held as a temporary invest­
ment. This was not a regularly-recurring dividend.
(6) Payment of dividend mentioned in (1 ).
(7) Issue of new common shares in a five-for-one stock split.
Effect
A. Reduces working capital.
B. Increases working capital.
C. Reduces current ratio.
D. Increases current ratio.
E. Reduces the dollar amount of total capital stock.
F. Increases the dollar amount of total capital stock.
G. Reduces total retained earnings.
H. Increases total retained earnings.
S. Reduces equity per share of common stock.
T. Reduces equity of each common stockholder.
b. The following partially condensed financial statements are to be used in 
answering the questions below. For each item, select the best answer and indicate 
your choice by entering the appropriate letter beside the question number.
X CORPORATION
Balance-Sheet— December 31, 1952
Cash .................................................................................................................  $ 63,000
Trade receivables, less estimated uncollectibles of $12,000 ......................  238,000
Inventories .....................................................................................................  170,000
Prepaid expenses .............................................................................................. 7,000
Property and equipment, cost less $182,000 charged to operations to date 390,000
Other assets .....................................................................................................  13,000
$881,000
Accounts and notes payable—trade .............................................................. $ 98,000
Accrued liabilities ...........................................................................................  17,000
Estimated federal income-tax liability............................................................ 18,000
First mortgage, 4% bonds, due in 1962 .........................................................  150,000
$7 Preferred stock—no par value (entitled to $110 per share in liquidation);
authorized 1,000 shares; in treasury 400 shares; outstanding 600 shares 108,000 
Common stock—no par; authorized 100,000 shares, issued and outstanding
10,000 shares stated at a nominal value of $10 per share .......................  100,000
Excess of amounts paid in for common stock over stated values.................. 242,000
Reserve for plant expansion...........................................................................  50,000
Reserve for cost of treasury sto ck .................................................................. 47,000
Retained earnings.............................................................................................  98,000
Cost of 400 shares of treasury stock .........................................................  (47,000)
$881,000
N o t e s : (1) Working capital— 12/31/51 was $205,000. (2) Trade receivables—  
12/31/51 were $220,000 gross, $206,000 net. (3) Dividends for 1952 have been de­
clared and paid. (4) There has been no change in amount of bonds outstanding during 
1952.
94 E xamination Questions— May, 1953
X CORPORATION 
Income Statement
Year ended December 31, 1952
Cash Charge Total
Gross sales ............................................................. . $116,000 $876,000 $992,000
Less—Discounts....................................................... . $ 3,000 $ 12,000 $ 15,000
Returns and allowances................................ 1,000 6,000 7,000
$ 4,000 $ 18,000 $ 22,000
Net sales................................................................... . $112,000 $858,000 $970,000
Cost of sales:
Inventory of finished goods—January 1 .......... $ 92,000
Cost of goods manufactured ....................... 680,000
Inventory of finished goods—December 31 . (100,000) 672,000
Gross profit on sa les ............................................... $298,000
Selling expenses ....................... ............................... $173,000
General expenses ..................................................... 70,000 243,000
Net profit on operations 
Other additions and deductions (net) . . 
Net income before federal income tax
Federal income tax (estimated) .......
Net income ............................................
$ 55,000 
3,000 
$ 58,000 
18,000 
$ 40,000
From the X Corporation’s financial statements, compute the following:
Items to be computed
(a)
Approximate answers
(b) (c) (d ) (e)
(2) Average number of days’ charge
sales uncollected........................
(3) Average finished goods turnover
(4) Number of times bond interest 
was earned (before taxes) . . . .
(5) Number of times preferred divi­
dend was earned ......................
(6) Earnings per share of common
stock ..........................................
(7) Book value per share of common
(8) Current ratio ............................
3.2:1 2.3:1 2.9:1 2.4:1 3.07:1
89 94 35 100 105
7 10.1 10.3 9.7 6.7
6-2/3 10-2/3 7-2/3 9-2/3 20-1/3
5.71 8.3 13.8 9.52 8.52
$4.00 $3.30 $3.58 $5.10 $5.38
$33.80 $35.00 $49.80 $48.80 $53.20
3.6:1 1:2.7 2.7:1 4.2:1 1:3.6
No. 3 (18  points)
The H  & H Laboratories, Inc., manufactures the chemical product Zoom  sold to 
the automobile industry at $4.25 a pound. The manufacturing process is departmen­
talized as follows:
Department 1— mixing 
■ Department 2— cooking 
Department 3— cooling 
Department 4— packing
Materials X, Y, and Z are issued from stores twice daily for production runs, which 
are controlled by number and date.
In Department 1, materials X, Y, and Z are weighed and mixed in accordance 
with a secret formula. In Department 2 the mixture is cooked and 10 per cent
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of the mixture is lost in evaporation at the end of the departmental process. The 
cooking process requires several hours, and immediately upon completion the 
vats containing the remaining 90 per cent of the mixture are conveyed on belts 
through several rooms of different temperatures comprising the cooling department. 
In the final stages of this department, the top 80 per cent of the mixture is poured 
out and transferred to Department 4 where it is poured into barrels for shipment. 
The 20 per cent of the mixture that represents impurities and sediments resulting 
from the cooling process is sold in bulk as a by-product called W for a nominal 
selling price of $1.00 a pound.
Variation in the length of time in the cooling process or in the temperatures can 
result in increasing the percentage of by-product to as high as 30 per cent of the 
Department 3 mixture, but the minimum by-product always will be 20 per cent.
The research division of the company has discovered a prospective use for the 
by-product in another field, but it would require the setting up of an additional 
department and an investment of additional capital to handle a further manufac­
turing process. This new by-product (Clora-W)would sell for $5.00 a pound. To 
produce this product one-half pound of new material is added to each pound of the 
sediment obtained from Department 3. However, processing causes a 40 per cent 
shrinkage of the resulting mixture. Processing Clora-W will add the following 
additional costs:
Material to be added .................................................................. $ .50 per pound
Variable processing costs ...........................................................  1.10 per pound
of input
Fixed processing costs .............................................................. 3,092.00 per month
Required:
Based on the following cost data and production figures for a one-month period, 
the management requests you to prepare statements showing total manufacturing 
cost and gross profit for each of the following situations assuming that all produc­
tion is sold:
a. By-product W produced at a rate of 20 per cent of Department 3 mixture.
b. By-product Clora-W produced at each of the following percentages of De­
partment 3 mixture: (1) 20 per cent; (2) 30 per cent.
Material issues to Department No. 1: X 8,000 lbs at $1.00; Y 3,000 lbs at 1.10; 
Z 1,000 lbs at .70.
Processing costs:
Department 1   $.37 per pound of departmental input
Department 2 ....................................................... 38 per pound of departmental input
Department 3 ....................................................... 45 per pound of departmental input
Department 4 .............................................  .45 per pound of departmental input
All processing costs in Department 4 may be considered as variable.
EXAMINATION IN ACCOUNTING PRACTICE— PART I 
May 1 4 ,  1953, 1 :30 to 6 p.m.
(Solve all of the first three problems and any one of the last three 
problems. No credit will be given for additional solutions. If more than 
one in the last group are submitted, only the first solution 
in  that group will be considered.)
No. 1 (16 points) (Required)
You are making the examination of The Roofing Co., Inc., as of December 
31, 1952, which was the end of its first year of operation. All accounts except 
those for fixed assets and depreciation have been reviewed and necessary adjust­
ments made. You find that the depreciation recorded and the fixed asset accounts do 
not take into account the following facts:
1. Heavy flood damage to fixed assets was sustained during the period June 30- 
July 2, 1952. A written appraisal by competent appraisers contained the following 
information:
a. The fixed assets were appraised at the following net sound values:
Before After 
Flood Flood
Land .........................................................................................  $ 2,500 $ 2,500
Building ...................................................................................  50,000 25,000
Equipment ...............................................................................  14,000 10,000
Trucks and a u to s .....................................................................  21,000 21,000
$87,500 $58,500
b. The estimated lives on which depreciation charges had been based were 
considered appropriate. However, the appraisers reported that, in their opinion, 
contemplated rehabilitation of the building would not restore it to its original struc­
tural condition and that damage to equipment would shorten the equipment’s use­
ful life. Accordingly, they recommended that depreciation from July 1, 1952, be 
based on the following estimated remaining lives: building, 25 years; equipment, 
8 years; trucks and autos, no change.
2. Balances in the fixed asset accounts represent original cost, and no additions 
or reductions had been made during the year.
3. Unallocated labor cost, cost of supplies used and other variable overhead 
in the amount of $15,000 had been charged to overhead expense. Twelve thou­
sand dollars of this amount is for time spent by employees and the variable over­
head costs incurred in rehabilitating the building. The remainder is for clean-up 
expense for the building and equipment.
4. Upon receiving early warning of the flood, the company used its trucks and 
autos to transport the bulk of its materials on hand to higher ground. Thereby, ser­
ious damage to materials and transportation equipment was avoided.
5. Regular operations were suspended during July. Rehabilitation and cleaning 
up of property was completed by August 1, 1952, at which time normal operations 
were resumed.
The following adjusted trial balance includes adjustments made during the audit 
work completed thus far. The flood loss already recorded represents losses of 
$2,450 on damaged materials and also fixed overhead of $4,000 for the month 
of July (exclusive of depreciation).
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THE ROOFING CO., INC.
Adjusted T rial Balance
December 31, 1952
Debit Credit
Cash .................................................................................  $ 21,000
Accounts receivable .......................................................... 52,000
Inventory—materials .................................   59,550
Costs advanced—jobs incomplete .........................   201,500
Investments .....................................................................  14,000
Land .................................................................................  2,500
Building .............................................................................  40,000
Allowance for depreciation—building ............................ $ 1,200
Equipment .......................................................................  13,500
Allowance for depreciation—equipment.......................... 1,350
Trucks and autos .............................................................  22,500
Allowance for depreciation—trucks and autos .............. 4,500
Advance to officers .........................................................  9,900
Prepaid expenses .............................................................  2,200
Accounts payable .............................................................  72,000
Notes payable .................................................................  62,400
Accrued expenses.............................................................  53,200
Estimates billed—jobs incomplete .................................. 139,900
Capital stock issued .........................................................  42,000
Retained earnings .................................   46,000
Gross profit—roofing contracts .....................................  144,000
Overhead expenses .......................................................... 114,400
Depreciation ...........................   7,050
Flood loss .........................................................................  6,450
Total .........................................................................  $566,550 $566,550
Required:
a. Prepare analyses showing computation of the following (do not consider 
income-tax treatment):
(1) Gross fixed asset values as at December 31, 1952
(2) Total flood loss for the year 1952
(3) Depreciation for the year 1952
b. Comment fully upon the basis which you used for determining “a ( l ) ” and 
upon any optional bases which might be considered in determining the asset 
values.
c. Prepare journal entries reflecting the adjustments required by part “a.”
No. 2 (6  points) (Required)
The D Co. issued $800,000 of 4 per cent serial bonds on July 1, 1952. These 
bonds mature at the rate of $100,000 per year starting July 1, 1955. Discount 
and deferrable expense connected with this issue was $34,600. Using the “bonds 
outstanding” method, compute the amortization of discount and expense for the 
year ended December 31, 1952, and for the year ended December 31, 1958. Show 
your computations in good form,
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No. 3 (18 points) (Required)
Midway Sales, Inc., and Kent Realty Corp. are wholly-owned subsidiaries of the 
Davis Manufacturing Co., Inc. The parent corporation manufactures electric re­
frigerators, electric ranges, and various other electric appliances. The refrigerators 
and ranges are sold only to Midway Sales, Inc., which acts as a distributor. Other 
appliances are sold directly to outside distributors.
The parent and the subsidiary sales corporation are tenants of property owned by 
Kent Realty Corp.
The inter-company accounts on the books of each company as at December 
3 1 , 1952, are as shown below.
DAVIS MANUFACTURING CO., INC.
Debit
Investment in Midway Sales, Inc. (at cost) ..................  $100,000.00
Investment in Kent Realty Corp. (at cost) ..................  175,000.00
Due from Midway Sales, Inc.......................... ............  86,175.97
Due to Kent Realty Corp..............................................
Capital stock issued and outstanding, 100,000 shares,
no par value ................................................................
Retained earnings ...........................................................
MIDWAY SALES, INC.
Due to Kent Realty Corp.................................................
Due to Davis Manufacturing Co., Inc.............................
Capital stock issued and outstanding, 1,000 shares, par
value $100 per share .................................................
Retained earnings ...........................................................
KENT REALTY CORP.
Due from Davis Manufacturing Co., Inc......................... $ 6,575.00
Due to Midway Sales, Inc.................................................
Capital stock issued and outstanding, 1,000 shares, no
par value .....................................................................
Retained earnings . ..........................................................
Credit
$ 1,475.00
1,000,000.00
410,169.50
$ 800.00 
33,910.00
100,000.00
62,501.10
$ 2,800.00
175,000.00
34,109.50
An audit of the books of the three companies for the year ended December 31,
1952, revealed the following:
1. The minute books of the three companies indicate the following with respect 
to dividends:
(a) The Board of Directors of Davis Manufacturing Co., Inc., at a meeting 
on January 4, 1953, declared a regular quarterly dividend of 50 cents per share, 
payable January 31, 1953, to stockholders of record on January 23, 1953.
(b) The Board of Directors of Midway Sales, Inc., at a meeting on Decem­
ber 28, 1952, declared a one per cent dividend, payable in cash on January 15,
1953, to stockholders of record on December 3 1 , 1952.
(c) The Board of Directors of Kent Realty Corp. at a meeting on December 
1, 1952, declared a dividend of $1.00 per share, payable January 2, 1953, to 
stockholders of record on December 15, 1952.
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No effect has been given to these dividend declarations on the books of the 
parent company as at December 31, 1952. The subsidiary companies recorded the 
dividend declarations pertaining to their respective companies at date of declara­
tion.
2. Midway Sales received from one of its customers a check for $4,200 covering 
its own invoices aggregating $2,400 and invoices of Davis Manufacturing aggregat­
ing $1,800. The sales corporation recorded this transaction as follows:
Cash ............................................................................................. $4,200
Accounts receivable .............................................................  $4,200
3. Midway Sales, Inc., advanced $5,000 in cash to Kent Realty Corp. and made 
the following entry:
Davis Manufacturing Co., Inc..................................................... $5,000
Cash ..........................................................................................   $5,000
4. On September 15, 1952, Davis Manufacturing shipped 100 appliances of a 
new design on consignment at $20 each to Midway Sales. Midway made no entry 
upon receipt of the goods. During October, 1952, Midway sold all of these appli­
ances at $25 each, crediting sales for the total thereof. Davis Manufacturing made 
no entries on its books, but included the 100 appliances in its inventory at Decem­
ber 31, 1952, at its cost of $14 each.
5. The parent corporation filed a consolidated federal income-tax return for the 
year ended December 31, 1951. The results of operations for the respective com­
panies that year, before consolidation, were as follows:
Davis Manufacturing Co., Inc., net lo s s .................................................... $13,280
Midway Sales, Inc., net p ro fit.................................................................  42,260
Kent Realty Corp., net p ro fit...................................................................  21,130
The federal income tax, amounting to $21,000, was paid by the parent corpora­
tion which recorded the transaction as follows:
Federal income taxes payable.................................................  $21,000
Cash ................................................................................................ $21,000
An agreement in the files indicates that federal income taxes should be apportioned 
among the companies based upon unconsolidated net profit. A company having a 
loss year is to pay no tax nor charge the other companies for the benefit derived 
from the use of its loss in the return. The proper liability of each company was re­
corded as at December 31, 1951.
6. Kent Realty sold certain of its furniture to Midway Sales at current market 
value, which was 75 per cent of net book value. The realty corporation had pur­
chased the furniture for $3,500 exactly two years prior to the date of sale and had 
taken depreciation at the rate of 10 per cent per annum. It billed Midway Sales, 
Inc., for $2,800 and recorded the transaction as follows:
Midway Sales, Inc......................................................................... $2,800
Furniture and fixtures ...........................................................  $2,800
Midway Sales recorded the purchase as follows:
Furniture and fixtures ...............................................................  $2,800
Kent Realty Corp......................................................................  $2,800
7. As at December 31, 1952, the books of the parent corporation and the sales 
subsidiary do not reflect rent for the month of December, 1952, in the amounts 
of $6,100 and $1,400, respectively, due to Kent Realty Corp.
8. Midway Sales, Inc., had not recorded December, 1952, purchase invoices 
submitted by the parent corporation in the amount of $48,265.97.
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Required:
a. Prepare an itemized reconciliation of the inter-company accounts.
b. Prepare the adjusting journal entries necessary to correct each set of books.
(Solve any one of the following three problem s)
No. 4  (10 points) (O ptional)
The Machine Manufacturing Company has been forced into bankruptcy as of 
April 30, 1953. The following balance-sheet was prepared by the company book­
keeper as of April 30, 1953:
Assets
Cash ........................................... ...........................................................  $ 2,700
Accounts receivable .............................................................................  39,350
Notes receivable ...............................................  18,500
Inventories:
Raw materials.................................................................................  19,600
Work in process ...........................................................................  35,100
Finished machines.........................................................................  12,000
Supplies .........................................................................................  6,450
Tools ...........................................................................................  14,700
Prepaid expenses .................................................................................  950
Plant and property;
L an d ...............................................................................................  20,000
Buildings .......................................................................................  75,000
Machinery .....................................................................................  80,900
$325,250
Liabilities and Capital
Note payable to the First Bank .........................................................  $ 15,000
Notes payable to suppliers...................................................................  51,250
Accounts payable...................................................................................  52,000
Accrued salaries and wages...................................................................  8,850
Accrued property taxes .......................................   2,900
Employees’ taxes withheld.....................................................................  1,150
Accrued wage taxes .............................................................................  600
Accrued interest on bonds.....................................................................  1,800
First mortgage bonds payable...............................................................  90,000
Allowance for depreciation—buildings.................................................  33,750
Allowance for depreciation—machinery .............................................. 32,100
Common stock ($100 par value) .........................................................  75,000
Deficit ...................................................................................................  (39,150)
$325,250
Additional information
1. Of the total accounts receivable $10,300 are believed to be good. The other 
accounts are doubtful but it seems probable that 20 per cent finally can be collected.
2. A total of $15,000 of the notes receivable have been pledged to secure the 
note payable to the First Bank. All except $2,500 of these appear to be good. 
Interest of $800 is accrued on the $12,500 of good notes pledged and $300 is 
accrued on the $15,000 payable to the bank. The remaining notes are not con­
sidered collectible,
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3. The finished machines are expected to be sold for one-third above their cost 
but expenses in disposing of them will equal 20 per cent of their sales price. Work 
in process can be completed at an additional cost of $15,400 of which $3,700 
would be material used from the raw material inventory. The work in process, when 
completed, will probably sell for $40,000 and cost of sale will be 20 per cent of 
sales price. The raw material not used will realize $8,000. Most of the value of tools 
consists of special items. After completion of work in process, the tools should sell 
for $3,000. The supply inventory which will not be needed to complete work should 
sell for $1,000.
4. Land and buildings are mortgaged as security for bonds. They have an ap­
praised value of $95,000. The company recently purchased $20,000 of machinery 
on a conditional sales contract. They still owe $12,000 principal on this contract 
which is included in the notes payable. These machines have a current used value 
of $10,000. Depreciation taken on these machines amounts to $1,800. The remain­
ing machinery is believed to be salable at $10,000 but cost of selling it may be 
$ 1,000.
Required:
a.
b.
Prepare a statement showing the estimated deficiency to unsecured creditors, 
indicating clearly the causes of the deficiency. You need not consider any ex­
penses of liquidation which are not stated in the information given.
Compute the percentage of probable payments to the $52,000 accounts payable.
No. 5 (10 points) (Optional)
The financial facts shown in Exhibit I below pertain to corporations R and S 
which had mutual holdings during and at the end of the fiscal year 1952.
There has been no change in the mutual holdings during the year. Each cor­
poration carries its investment account at cost.
Exhibit I: Financial Facts for Problem No. 5
Corporation 
R S
Of the issued capital stock,
R owns ..................................................................................  10% 50%
S owns .................................................................................. 20% 10%
Net assets (exclusive of investment accounts)—
December 31, 1952 ...................................................... $540,000 $590,000
Dividends declared during 1952 ................................................... ? 18,000
1952 net income (after taxes), exclusive of dividends.......... 53,000 60,000
Required:
a. Compute the dollar equity of outside shareholders in the total net assets of R 
and S, respectively.
b. Compute the dollar amount of dividends declared in 1952 to which the outside 
shareholders of R  are entitled, assuming that R declared as dividends its total 
1952 net income after taxes.
102 Examination Questions— M ay, 1953
No. 6 (10  points) (Optional)
There are four general methods for distributing profits to the shareholders of a 
Building and Loan Association. Using the figures below, you are asked (a) to illus­
trate any one of these methods, and (b) to explain and criticize the method.
Number of Dues Paid at
Series Shares $1.00 per Month
1 500 $18
2 400 12
3 300 6
The profit for last year was $35 and the profit for this year is $282.30. No shares 
have been cancelled during either year.
EXAMINATION IN THEORY OF ACCOUNTS 
May 1 5 ,  1 9 5 3 , 1 :30 to 5 p.m.
(Answer any eight of these eleven questions. No credit will be given 
for additional answers, and if submitted only the first eight 
answers will be considered.)
No. 1 (1 2 ½  points)
In the trial balance of the balance-sheet accounts prepared toward the close of 
a corporation’s fiscal year, there is a debit balance in the account “Allowance 
for Doubtful Accounts.” Explain how the debit balance probably arose. Does 
the debit balance indicate that the allowance at the close of the prior fiscal year 
was inadequate?
Describe two different methods which are used in estimating the amount re­
quired to provide for doubtful accounts. Discuss the advantages and disadvan­
tages of each method.
Bad debt expense may be classified on the income statements as a direct deduc­
tion from Sales. Give the theoretical justification for such treatment.
a.
b.
c.
No. 2 (1 2 ½  points)
State the arguments which have been advanced by proponents of the theory of 
basing depreciation on replacement costs and discuss objections which others have 
expressed to this theory.
No. 3 (1 2 ½  points)
The customers of an equipment sales company frequently “trade-in” used equip­
ment which the company accepts in partial payment for new equipment. In one 
instance, a customer purchased new equipment at a list price of $15,000, receiving 
an allowance of $1,800 on old equipment traded in and paying the balance of 
$13,200 in cash.
The company estimates that the used equipment, after reconditioning at a prob­
able cost of $400, can be sold for $2,100. The company’s average gross profit is 
30 per cent on sales and its net profit is 5 per cent on sales.
Discuss three ways in which the vendor company can record the transaction 
detailed above. Include the following points in your discussion of each method: 
the journal entry required at time of the trade-in, the treatment of unsold trade-in 
merchandise on the balance-sheet, and the effect of the method on the determina­
tion of annual net income, assuming that the trade-in equipment which has not yet 
been reconditioned remains unsold at the end of the fiscal year.
No. 4  (1 2 ½  points)
Exclusion of all overhead from inventory costs does not constitute an accepted 
accounting procedure. On the other hand, inclusion of all expenses is also unac­
ceptable. Somewhere between these two extremes is the area of accepted practice.
a. Name two broad classes of expense items which should be excluded from in­
ventory costs and explain why each should be excluded.
b. Give arguments for and against the proposition that all fixed overhead should 
be excluded from inventory costs. Discuss fully.
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No. 5 (1 2 ½  points)
Included among the accounts of a client as of December 31, 1952, you found 
an account called “Miscellaneous Reserve.” Analysis of the account showed that it 
was opened in 1950 with a $50,000 credit. Of this amount, $40,000 had been 
debited to Premium on Common Stock account and $10,000 had been debited 
directly to Profit and Loss. There had been no charges against the reserve in 1950. 
Company officials stated that the reserve was intended to provide for possible losses 
on inventory due to subsequent price declines and to provide for general but un­
known contingencies. In 1951 an additional amount of $10,000 was added through 
a debit to Profit and Loss. Charges were made in 1951 as follows:
Writedown of closing inventory to m a rk e t..............................................  $20,000
Writedown of investments in stocks ........................................................... 10,000
Loss on one large customer who was b a n k ru p t.....................................  15,000
The balance of the reserve is maintained because it is believed that additional 
losses will have to be taken on the inventory.
State fully your opinion as to the acceptability of the accounting treatment of 
this “reserve” by the company, giving reasons to support your conclusions.
No. 6 (1 2 ½  points)
The Arcain Corporation was formed in, July, 1952. At date of incorporation 
it issued $1,000,000 of $100 par value common stock at par for cash. Operations 
during the remainder of 1952 resulted in $60,000 net income. As a result of its 
operating experience it was decided that $800,000 of contributed capital would be 
adequate to meet foreseeable operating needs and provide for reasonable expansion. 
At a directors’ meeting in January, the following independent suggestions were 
made to take care of the excess capitalization:
a. Reduce shares from $100 to $80 par value.
b. Invest $200,000 of excess cash in the firm’s own shares.
c. Distribute a cash dividend of $20 per share.
d. Resort to a quasi-reorganization and write down various assets by $200,000. 
You are to explain how sound and reasonable each of these suggestions is in
accomplishing the desired purpose.
No. 7 (1 2 ½  points)
During your audit of the XYZ Company, which closes its books on December 
31, you examine the life insurance policies, premium receipts, and confirmations 
returned by the insurance companies in response to your request for information. 
You find that the company paid premiums during the year on the policies (shown 
in Exhibit I below) insuring the life of Wilson Jones, president of the company.
Indicate how you would present the facts below on the balance-sheet of the 
XYZ Company at December 31, 1952, including supporting computations as part 
of your answer. Give the justification for the treatment which you propose, includ­
ing an explanation of the disposition of the premiums paid.
Exhibit 1: Life Insurance Policies on President
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Premium Date of
Face
amount
Sole owner and beneficiary of policy
1. XYZ Company........ $100,000
2. Hattie T. Jones, wife
of Wilson Jones . . . 50,000
3. XYZ Company ........  100,000
paid
during
year
annual
premium
payment
Cash surrender 
value
December 31
1952 1951
$2,500 June 30 $32,000 $30,000
1,600
3,600
Sept. 30 
Dec. 31
15,000
22,000
14,000
19,000
No. 8 (1 2 ½  points)
a. List the accounts which commonly would be found in the General Fund of 
a municipality.
b. Describe the accounting recognition of revenue from general property taxes in 
a municipality.
c. Explain the purpose served by “Encumbrance” accounts in the accounting pro­
cedure of a municipality, and state how the “Encumbrance” accounts operate.
No. 9 (1 2 ½  points)
The four journal entries which are shown below were used by a consignee to 
record the transactions arising out of a consignment of merchandise to him. You 
are required to:
a. Describe fully the transactions which were recorded by the journal entries.
b. Prepare journal entries to record the consignment transactions on the books of 
the consignor. Assume that the consigned goods cost $400 and that the con­
signor keeps perpetual inventory records.
c. State how the facts should be presented on balance-sheets of both the con­
signee and consignor as of April 30, 1953. Explain your reasons for such presen­
tation.
March 27, 1953
Consignment i n .......................................................................................  $ 24
Cash ...............................................................................................  $ 24
April 25, 1953
Cash ............... ............................. ......................... ...............................  $800
Consignment i n ...............................................................................  $800
April 25, 1953
Consignment i n .......................................................................................  $200
Commission earned .........................................................................  $200
May 5, 1953
Consignment i n .......................................................................................  $576
Cash ...............................................................................................  $576
No. 10 (1 2 ½  points)
A corporation with one wholly-owned subsidiary does not wish to prepare con­
solidated financial statements primarily on the grounds that the investment in the 
capital stock of the subsidiary is less than one per cent of the total assets of the 
parent. Indicate the circumstances under which it would be proper to follow the 
parent’s wishes, and the circumstances under which it would be necessary to insist
106 Examination Questions— May, 1953
upon consolidation of statements. Give particular thought to the financial affairs 
of the subsidiary and the relations between parent and subsidiary.
No. 11 (1 2 ½  points)
The following is a statement of Income and Retained Earnings of XYZ Company 
for the calendar year 1952:
Net sales .......................................................................................  $20,000
Less cost of products sold .........................................................  15,000
$ 5,000
Other income:
Interest .................................................................................  $ 600
Rents .....................................................................................  7,000
Royalties ...............................................................................  20,000
Dividends .............................................................................  25,000 52,600
$57,600
Deductions from income:
Compensation of officers .....................................................  $10,000
Other salaries and w ages...................................................... 2,000
Repairs .................................................................................  700
Taxes, other than taxes on incom e...................................... 5,000
Depreciation .........................................................................  2,000
Amortization of patents ...................................................... 2,000
Legal and accounting fe e s ...................................................  1,500
General and administrative expenses .................................  2,000 25,200
Profit before taxes on incom e.........................................  $32,400
Taxes on income:
Provision for the year—estimated:
Federal .............................................................................  $ 2,859
State .................................................................................  1,620 4,479
Net profit...................................................................  $27,921
Retained earnings at January 1, 1952 .........................................  50,000
$77,921
Less dividends paid ......................................................................  20,000
Retained earnings at December 31, 1952 ................  $57,921
The following additional information has been furnished to you:
(1) Dividends in the amount of $25,000 were received from domestic cor­
porations subject to the regular corporation income taxes.
(2) Officers are A. B. Cole, President and Treasurer, who devotes all of his 
time to the business and who owns 75 per cent of the common stock (the only 
stock outstanding), and X. Y. Zenith, Vice President and Secretary, who devotes 
only a part of his time to the business and who owns 25 per cent of the common 
stock. There is no question as to the deduction of the entire compensation paid 
to these two men as an ordinary and necessary expense of the business.
(3) There was no change in stock ownership during the year.
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(4) Royalties represent income from a corporation which has been licensed to 
manufacture the product under patents held by XYZ Company.
(5) Federal tax rates for 1952 are:
Normal tax— 30 per cent;
Surtax—22 per cent (exemption $25,000 ) ;
Excess-profits tax— 30 per cent.
You are asked to give your comments on the adequacy of the provision for 
federal taxes on income; state what additional consideration, if any, should be 
given to the tax problems of the company; and state what federal returns should 
be filed by the company.
EXAMINATION IN AUDITING 
May 14, 1953, 9 a.m. to 12:30 p.m.
(Solve all problems)
No. 1 (12 points)
In connection with an audit you are given the following worksheet:
Bank Reconciliation
December 31, 1952
Balance per ledger 12/31/52 ..............................................
Add:
Collections received on the last day of December and 
charged to “cash in bank” on books but not deposited 
Debit memo for customer’s check returned unpaid (check 
is on hand but no entry has been made on the books)
Debit memo for bank service charge for December..........
Deduct:
Checks drawn but not paid by bank (see detailed list below) $2,267.75 
Credit memo for proceeds of a note receivable which had 
been left at the bank for collection but which has not
been recorded as collected ............................................ 400.00
Check for an account payable entered on books as $240.90
but drawn and paid by bank as $419.00 .......................  178.10
Computed balance ................................................................
Unlocated difference ............................................................
Balance per bank (checked to confirmation) ......................
$17,174.86
2,662.25
200.00
5.50
$20,142.61
2,945.85
$17,196.76
200.00
$16,996.76
Checks Drawn But Not Paid By Bank
No. Amount
573 ...............................................................................  $ 67.27
724   9.90
903   456.67
907   305.50
911     482.75
913   550.00
914   366.76
916   10.00
917   218.90
$2,267.75
Required:
a. Prepare a corrected reconciliation.
b. Prepare journal entries for items which should be adjusted prior to closing the 
books.
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No. 2 (18  points)
You have just been engaged to make an examination of the balance-sheet of 
The Brown Company as of December 31, 1952, and of the related statements of 
profit and loss and surplus for the year ended that date. The Brown Company 
is a manufacturer and distributor of lawn mowers. The company was incorporated 
in 1945, and this is the first time that its financial statements have been examined 
by independent public accountants. You are to prepare an outline of the work that 
you would do with respect to the balance-sheet accounts at the beginning of the 
year.
No. 3 (7 points)
Where a client rents rather than owns its building it is customary for the auditor 
to read the lease. List the items which might be found in such a lease which would 
be of interest and significance to the auditor.
No. 4  (8  points)
For each of the following cases, state whether you believe the proposed action 
would be considered proper or improper according to the Rules of Professional 
Conduct of the American Institute of Accountants. Justify your decisions.
a. A firm of certified public accountants is considering the use of an outside mail­
ing service to handle confirmations of the accounts receivable of clients upon 
whose financial statements the firm is to render an opinion. The mailing service 
would mail the requests, receive the replies, remove the replies from the en­
velopes, and return them to the accountants.
b. A certified public accountant, now on the staff of a firm of certified public 
accountants but contemplating public practice in his own name, plans to send 
announcements of his establishment in practice to clients of the firm in which 
he is now employed, as well as to friends and acquaintances. Some such clients 
have indicated that they would like him to continue to supervise their work; 
they are not yet aware of his decision to enter upon practice for himself.
c. A certified public accountant, in the sale of his entire practice to another cer­
tified practitioner, proposes to turn over to the latter all of his working papers 
and business correspondence.
d. A CPA plans to initiate discussions with an accountant who is at present em­
ployed on the staff of another public accounting firm with a view to persuading 
the accountant to come to work for him.
No. 5 (10  points)
In an annual audit, it is customary for a CPA to obtain from his client a written 
representation covering inventories. This written representation is sometimes re­
ferred to as an “inventory certificate.”
a. What kinds of information would be included in an “inventory certificate” ob­
tained from a client?
b. Which officers or employees should sign the “certificate”? Why?
c. Why does an auditor obtain an “inventory certificate” from his client?
d. What, if anything, would you do in a case where the client refused to give you 
a written representation as to inventories, stating as the reason: “You have 
been hired to tell us whether the statements are correct and we expect you to 
make the audit”?
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No. 6 (15 points)
In the audit of a wholesaler you mailed positive confirmation requests to 250 of 
the 1,000 accounts receivable on the books, accounting for more than three-fourths 
of the dollar amount of receivables. After a follow-up of those accounts which did 
not reply to the first request, you found that you had a reasonable number of 
replies. Thirty-five of the replies showed differences.
a. Give a detailed list of possible reasons for the differences.
b. Why would you investigate these differences?
c. In general terms, describe the procedures to be followed in an investigation of 
the differences.
d. What should be done about the accounts of the customers who did not reply 
to either the first request or the follow-up?
No. 7 (12 points)
a. Outline a division of duties among several employees to secure good internal 
control over incoming mail receipts on accounts receivable.
b. Point out the controls over error or fraud on the part of each employee.
No. 8 (18 points)
In the course of a regular annual audit of the Bean Manufacturing Corporation, 
you are assigned to the audit of machinery and equipment. A transcript of the 
ledger account appears below.
Machinery and Equipment— Acct. 83
Apr. 25, 1952 CR 12Jan. 1, 1952 Balance . . . $209,628.12
Apr. 18, 1952 VR 23 . . . . 31,994.45
July 28, 1952 J 8 . . . . 6,681.81
Sept. 9, 1952 VR 41 . . . . 14,189.00
Nov. 11, 1952 VR 52 . . . . 7,261.88
$75.00
You have examined the invoices for September 9 and November 11 and have 
no question as to them. In support of the entry of April 18, 1952, you find an 
invoice which is reproduced below. In support of the entry of July 28, 1952, you 
find a journal voucher (also reproduced).
Required:
After applying usual auditing procedures to the information available, state the 
adjustments of the machinery and equipment account or questions for further in­
vestigation which are suggested by the ledger transcript and supporting documents. 
Describe the nature of each adjustment or item questioned and state how it was 
indicated. Dollar amounts of adjustments are not required.
Journal Voucher 52-7-8
Construction of Conveyor
Machinery and equipment ....................................................  $6,681.81
Drafting department salaries ............................................  $ 198.00
Repair department wages ..................................................  611.95
Factory direct labor ..........................................................  386.60
Purchases ..........................................................................  5,485.26
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To record cost of conveyor as follows:
John Redfield, draftsman, 43 hours @ $ 2 ....................  $ 86.00
Wm. White, draftsman, 56 hours @ $ 2 .................... 112.00
$ 198.00
Repairmen assigned to construction:
D. Baker 94 regular hours @ $2.12 .......................  $ 199.28
42 overtime hours @ $3.18 .......................  133.56
E. Miller 71 regular hours @ $2.26 .......................  160.46
35 overtime hours @ $3 .39 .......................  118.65
$ 611.95
Factory workers assigned to construction:
R. Fischer 94 regular hours @ $1.20 .......................  $ 112.80
35 overtime hours @ $2.30 .......................  80.50
J. Smith 94 regular hours @ $1 .20 .......................  112.80
35 overtime hours @ $2.30 .......................  80.50
Purchases VR 34—18 ...................................................... $ 921.85
VR 35— 4 ...................................................... 2,876.50
VR 35—13 ...................................................... 235.42
VR 35—37 ..................................   689.17
VR 36—11 ...................................................... 319.40
VR 36—22 ...................................................... 442.92
$5,485.26
EXAMINATION IN COMMERCIAL LAW 
May 15, 1953, 9 a.m. to 1 2 :30 p.m.
[The purpose of these questions is to test the candidate’s knowledge of text­
book treatment of problems inherent in business transactions and in the audit 
thereof. Except for objective-type questions, credit will not be given for an 
answer unaccompanied by a statement of reasons. Answers to questions in­
volving negotiable instruments, partnerships, and sales should be based on 
provisions of the pertinent uniform laws.]
GROUP I (Answer all questions in this group)
No. 1 (10 points)
a. Distinguish between the manner in which an agent is to obey his principal’s 
instructions where his duties: (1) are routine; (2) involve the use of discretion.
b. When an agent mixes his principal’s funds with his own and the commingled 
funds are lost through no negligence of the agent, what is the agent’s respon­
sibility for his principal’s loss?
c. How are agencies terminated?
d. When a principal revokes general agency by proper notice to the agent, can 
third parties who have been dealing with the agent and are not given notice of 
termination be bound by the principal’s notice to the agent?
No. 2 (10 points)
a. Explain the term “a purchaser in good faith and for value.”
b. Indicate whether under the provisions of the Uniform Sales Act a purchaser 
in good faith and for value acquires title where the vendor has (1) voidable 
title; (2) no title.
c. State what is necessary to make a document of title negotiable.
No. 3 (10 points)
a. State what constitutes consideration for the issuance of a negotiable instru­
ment.
b. Under what circumstances is the title of a person who negotiates an instrument 
defective?
c. Distinguish between personal ( “nominal”) defenses and absolute ( “real” ) 
defenses with respect to negotiable instruments.
No. 4  (10 points)
a. State three factors which may render inoperative mutual assent to a contract’s 
terms.
b. Distinguish between an express contract and an implied contract.
c. What is a quasi contract?
d. Distinguish between executory and executed contracts.
No. 5 (10  points)
a. What are the most common restrictions governing the adoption of corporate 
names?
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b. What are “dummies” in incorporation proceedings?
c. Define a closed corporation.
d. Can a corporation vote treasury stock?
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GROUP I
(Answer any five questions in this group. No credit will be given for 
additional answers, and if submitted, only the first five 
will be considered.)
No. 6 (10  points)
a. A, B, and C are partners. The partnership procured from D Insurance Com­
pany a fire insurance policy in the amount of $12,000 on the building owned 
by the partnership. The policy contained an 80 per cent coinsurance clause. 
Subsequently, the building was damaged by fire to the extent of $6,000. The 
building was worth $20,000 at the time the policy was issued and was worth 
$16,000 at the time of the fire.
How much, if anything, can the partnership recover under the policy for such 
fire loss? Explain.
b. In “a” above, the partnership also procured from E Life Insurance Company 
an insurance policy on the life of A. Subsequently, A withdrew from the part­
nership and then died. The partnership had paid the premiums until A’s death.
Is the partnership entitled to the proceeds of the policy? Explain.
No. 7 (10 points)
a. 1. Name three entities who under the Bankruptcy Act cannot become volun­
tary bankrupts.
2. Name two entities not included in Part 1 above who cannot be adjudicated 
involuntary bankrupts.
b. What is the minimum amount of indebtedness required before a bankruptcy 
petition can be filed against a debtor in involuntary bankruptcy?
c. How many creditors must join in a petition to adjudicate a debtor an involun­
tary bankrupt?
d. What determines the exemptions allowed a bankrupt?
No. 8 (10 points)
a. To what forms of consideration is the capital contribution of a limited partner 
restricted?
b. May a person be a general partner and a limited partner in the same partner­
ship at the same time? Explain.
c. May a limited partnership consist wholly of limited partners? Explain.
d. May a limited partnership carry on any business which is open to a partnership 
without limited partners?
No. 9 (10  points)
P was 17 years of age. He entered into a contract with S, an adult, to buy a 
radio from S for $350. P paid $100 at the time of the purchase and agreed to pay 
the balance in five monthly installments of $50 each. P told S that he, P, was 22 
years of age.
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c.
Answer the following questions giving a statement of the rule of law involved: 
P used the radio for two weeks. At the end of that time he decided he did not 
want to keep it as he had broken it so that it would not function. He offered to 
return the damaged radio to S and asked for his $100 down payment. Is P 
entitled to the money?
Assume that S learned that P was only 17 and that S demanded the return of 
the radio, offering to give back P’s payment. May S obtain the radio over P’s 
objection?
Assume that P kept the radio but defaulted on the last payment. May S re­
cover the $50 payment from P’s father.
No. 10 (10  points)
X, who lived in New York, was about to move to Chicago and delivered his 
office furniture to Y Warehouse and Transit Co. Y was to ship the furniture as 
soon as it had available van space. Before Y had shipped the furniture, X tele­
phoned Y that he had decided not to move to Chicago and that therefore he de­
sired Y to hold his furniture for further instructions. The day after Y had 
received X’s telephone call, Y’s warehouse was destroyed by fire, through no fault 
of Y. One week after the fire X wrote Y instructing Y to ship his furniture to St. 
Louis. In what capacity and to what extent, if at all, is Y liable to X for the loss 
of X’s furniture?
No. 11 (10  points)
On your paper you are to write the numbers 1 through 10. Opposite each number 
you are to write the word “true” if the statement is true and the word “false” if 
the statement is not true. Grade will be based on the number of correct answers. 
No reasons need be given.
1. A seller’s affirmation of the value of the goods sold is an express warranty.
2. A statement purporting to give the seller’s opinion is an express warranty.
3. Where there is a sale of specific goods and the goods, without knowledge 
of the seller, have wholly perished at the time of making the agreement, the agree­
ment is voidable.
4. In a sale by sample, there is an implied warranty that the bulk shall cor­
respond with the samples in quality.
5. Indorsement of a document of title makes the indorser liable for any 
failure on the part of the issuing bailee or of previous indorsers to fulfill their re­
spective obligations.
6. Where goods have been sold without any stipulation as to credit, an unpaid 
seller still in possession is entitled to exercise a lien by retaining possession until 
payment or tender of price.
7. A seller is liable to the buyer for breach of all promises and warranties, 
express or implied, made in a conditional sale contract, whether or not the prop­
erty in the goods has passed to the buyer.
8. In retaking possession of goods as to which a buyer is in default on a 
conditional sale contract, the seller must serve upon the buyer a notice of intention 
to retake.
9. Where a seller retakes possession of goods on a buyer’s default on a condi­
tional sale contract without having given notice of intention to retake, the buyer 
has no right of redemption.
a.
b.
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10. After delivery of goods to the buyer under a conditional sale contract and 
prior to any retaking by the seller, the risk of injury and loss rests upon the buyer.
No. 12 (10  points)
On your paper you are to list the numbers 1 through 10. Opposite each number 
you are to write the word “true” if the statement is true or the word “false” if the 
statement is not true. Your answers should be based on the most common rule 
or on the Uniform Principal and Income Act where it is applicable. Grade will be 
based on the number of correct answers. No reasons need be given.
1. An infant may be a trustee.
2. In the absence of any trust provision to the contrary, the death of a trustee 
subsequent to the creation of a trust terminates the trust.
3. In the absence of trust provision to the contrary, a trustee who has ac­
cepted a trust can, without the consent of anyone, subsequently resign from the 
trust.
4. Where there is more than one trustee of a noncharitable trust, in the ab­
sence of trust provision to the contrary, trust action may be taken by a majority 
of the trustees.
5. In the absence of trust provision to the contrary, a trustee has implied 
authority to compromise claims in connection with the trust estate.
6. The cost of insurance on trust property is an expense chargeable to prin­
cipal.
7. The expenses incurred to purchase or sell trust investments is an expense 
chargeable to income.
8. All dividends on shares of a corporation forming a part of the principal 
which are payable in the shares of the corporation are deemed income.
9. Where any part of the principal consists of property subject to depletion, 
and the trustee or tenant in possession is not under a duty to change the form of 
the investment of the principal, the full amount of rents, royalties, or return from 
the property shall be income to the tenant.
10. Where the costs of an improvement representing an addition of value to 
property held by the trustee as part of principal are paid out of principal, the trustee 
shall reserve out of income and add each year to the principal a sum equal to the 
cost of the improvement divided by the number of years of the reasonably ex­
pected duration of the improvement.
Examination, November, 1953
EXAMINATION IN ACCOUNTING PRACTICE— PART I 
November 4, 1953; 1 :30  to 6 p.m .
(Solve Problem s 1 and 2 and any two of the last th ree problem s. No 
credit will be given fo r additional solutions. If m ore than two in  the 
last group are subm itted, only the first two in  that group will be
considered.)
No. 1 (15 points) (R equired)
Russell Waters established a retail business in 1950. Early in 1953, he entered 
into negotiations with John Jones with a view to forming a partnership. You have 
been asked by the two men to audit Waters’ books for the past three years.
The profits per client’s statements were as follows:
Year Ending 12/31 
1950 1951 1952
P ro fit.......................................................................... $9,023 $10,109 $10,340
During the audit, you found the following:
Year Ending 12/31
Omissions from the books: 1950 1951 1952
Item
A Accrued expenses at end of y e a r ......................  $2,160 $2,904 $4,624
B Accrued income at end of y e a r ........................  200 — —
C Prepaid expenses at end of year ....... 902 1,210 1,406
D Deferred income at end of y e a r ....... — 610 —
Goods in transit at end of year omitted from inventory:
E For which purchase entry had been m ade ................. — 2,610 —
F For which purchase entry had not been m ade.............. — — 1,710
Other points requiring consideration:
G Depreciation of equipment had been recorded month­
ly by a charge to expense and a credit to an allow­
ance for depreciation account at a blanket rate of 
1% of end of month balances of equipment ac­
counts. However, the sale during December 1951 
of certain equipment was entered as a debit to cash
and a credit to the asset account for the sale price of — 5,000 —
(This equipment was purchased in July 1950 at 
a cost of $6,000.)
H No allowance had been set up for uncollectible ac­
counts. It is decided to set up one for the estimated 
probable losses as of December 31, 1952, for:
1951 accounts ...............................................  — — 700
1952 accounts ...............................................  — — 1,500
and to correct the charge against each year so
that it will show the losses (actual and estimated) 
relating to that year’s sales.
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Accounts had been written off to expense as follows: 1950 1951 1952
1950 accounts ...............................................  1,000 1,200 —
1951 accounts ...............................................  — 400 2,000
1952 accounts .............................................. — — 1,600
INSTRUCTIONS: Following is a series of multiple-choice questions based upon the 
foregoing data. You are to select the one correct answer for each question. Assume 
that accruals of any year are reflected in the cash transactions of the following 
year and that prepayments of any year are reflected in the revenue or expense ac­
counts of the following year. Use printed answer sheet shown on page 122.
a. Indicate on the answer sheet your choice by placing an X in the correct column 
to show the effect:
1. On 1950 profit of the omission of accrued expenses as of the end of 1950.
2. On 1951 profit of the omission of accrued expenses as of the end of 1950.
3. On 1952 profit of the omission of accrued expenses as of the end of 1950.
4. On 1951 profit of the omission of accrued expenses as of the end of 1950
and 1951, when considered together.
5. On 1950 profit of the omission of accrued income at the end of 1950.
6. On 1951 profit of the omission of accrued income at the end of 1950.
7. On 1952 profit of the omission of accrued income at the end of 1950.
8. On 1950 profit of the omission of prepaid expenses at the end of 1950.
9. On 1951 profit of the omission of prepaid expenses at the end of 1950.
10. On 1950 profit of the omission of prepaid expenses at the end of 1951.
11. On 1952 profit of the omission of prepaid expenses at the end of 1951 and 
1952, when considered together.
12. On 1951 profit of the omission of deferred income at the end of 1951.
13. On 1952 profit of the omission of deferred income at the end of 1951.
14. On 1951 profit of the omission of goods in transit at the end of 1951.
15. On 1952 profit of the omission of goods in transit at the end of 1951.
16. On 1952 profit of the omission of goods in transit at the end of 1952.
17. On 1952 profit of the omission of goods in transit at the end of 1951 and 
1952, when considered together.
18. On 1951 profit of the error in recording sale of asset.
19. On 1952 profit of the error in recording sale of asset.
20. On the cumulative three-year profits of the failure to use the “reserve” 
method in the yearly charges for uncollectible accounts.
b. Indicate the effect, if any, of the change from the charge-off to the reserve meth­
od as outlined in item H. Did the change
Decrease the reported profit,
Increase the reported profit, or 
Have no effect on the reported profit
1. For the year 1950?
2. For the year 1951?
3. For the year 1952?
c. In the schedule provided on your answer sheet, compute the net adjustment of 
profit for the year 1951, filling in the net amount of the adjustment necessary 
for each item (A through H) in the problem.
d. Following are the data required for solving the remaining questions:
Assuming that your adjustments do not significantly change the profit figures
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for the three years, compute goodwill by each of the following four methods, 
based upon the uncorrected profits per books. (Assume net assets of $80,000 
and a normal rate of return of 8%. No goodwill is on the books at present.)
Method 1—Purchase of past three years’ excess profits.
Method 2—Payment equal to twice the average past excess profits.
Method 3—Difference between average past profits capitalized at 8% 
and present net assets.
Method 4— Capitalization of average excess profits at 25 %.
1. Goodwill computed by method 1 is (a) $23,072, (b )$10,272, (c)no good­
will, (d) correct answer not given.
2. Goodwill computed by method 2 is (a) $7,649, (b) $6,848, (c) $3,824.50,
(d) correct answer not given.
3. Goodwill computed by method 3 is (a) $67,720, (b) $42,800, (c)no good­
will, (d) correct answer not given.
4. Goodwill computed by method 4 is ( a )$8,560, (b)$856, (c)no goodwill,
(d) correct answer not given.
No. 2 (15 points) (Required)
  You have been retained by a fire insurance adjustor to examine the records 
salvaged from a fire which almost completely destroyed the off ice and warehouse of 
A, B and C, partners in a wholesale jobbing business.
Your report, directed to the adjustor, must include an estimate of the inventory 
value as of the date of the fire, January 2, 1953.
The merchandise handled by the firm is divided into three lines or classes of 
goods, designated as X, Y and Z. Classes X and Y each consists of a number of 
items which are bought and sold without change of form; Class Z consists of one 
item only for which raw material is bought and put through a manufacturing pro­
cess.
The following records and data are found to be available:
1. Duplicate sales invoices and credit memos, the totals of which are as 
follows:
Sales Credit Memos
Year 1950 ................................................................  $122,785 $6,585
Year 1951 ................................................................  110,942 7,582
Year 1952 ................................................................  87,451 4,160
A check of the numbers discloses that approximately 9% of the duplicate sales 
invoices for 1952 are missing.
2. Duplicate bank deposit slips without any missing dates:
Year 1950 .. . ..........................................................................  $108,066
Year 1951 ..................................................................................  96,008
Year 1952 ..................................................................................  91,150
Duplicate bank deposit slips were found to represent receipts from accounts 
receivable and cash sales only. You learn on inquiry that the partnership has 
made a practice of paying some expenses out of cash receipts not deposited. The 
amount of such payments cannot be determined.
3. Purchase invoice files, accompanied by adding machine tapes purporting 
to show the total purchases for each year, with totals as follows:
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Year 1950 ...................................................................................  $131,616
Year 1951 ...................................................................................  117,935
Year 1952 ...................................................................................  76,158
4. Inventory sheets, taken by the management as of January 1, 1950:
Class X .......................................................................................  $58,500
Class Y .......................................................................................  28,080
Class Z—raw materials ................................................................ 17,550
—finished, 4/7 of which is raw m aterial.......................  16,380
The management stated that about 17% was added to the cost of merchandise 
and raw materials in the 1950 inventory to cover freight and handling. A com­
parison of some of the inventory prices with purchase invoices at about the date 
of the inventory confirmed this statement. You find, however, that 2% of net pur­
chases is sufficient to cover freight and handling into the warehouse and allow 
this percentage in all cost computations.
You ascertain also that 17% has been added to the cost of direct labor and 
overhead in the January 1, 1950 finished goods inventory, and that the overhead 
is 50% of the direct labor.
5. Upon examination of the contents of the purchase invoice files you find 
that credit memos representing allowance on purchases have been listed on the 
adding machine tapes as invoices and included in the totals, as follows:
Year 1950 .......................................................................................  $7,548
Year 1951 .......................................................................................  7,225
Year 1952 .......................................................................................  6,120
All suppliers of merchandise and materials are circularized with a request for an 
itemized statement of account for the last three years, and these statements show 
additional credit memos in the following amounts:
Year 1950 ...............................   $1,751
Year 1951 .......................................................................................  3,128
Year 1952 .......................................................................................  5,610
6. Raw materials for Class Z are purchased in carload lots, and the invoices 
for the three years show total purchases of $33,000. You find that the shop fore­
man has kept a record showing that raw materials, of which the invoice cost was 
$34,000, have been put in process in the three years; and that the proportions of 
direct labor and overhead to material cost have been approximately maintained.
7. Analysis of a considerable number of sales invoices, selected in such a 
way as to give a fair sample of the entire file, and comparison with the computed 
cost of each item, give results which are summarized as follows:
Per cent of 
Per cent of Gross Profit
Net Sales to Net Sales
Class X ................................................................  45% 10%
Class Y .............................................................  26% 15%
Class Z .............................................................. 29% 21%
Required:
You are to prepare computation of approximate inventory at January 2, 1953, 
including a schedule showing separately the raw materials and finished goods in 
Class Z. (Do not carry out any computations farther than the nearest dollar.)
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(Solve two of the following three problems)
No. 3 (10  points) (Optional)
The partners of Sims and Company agreed to dissolve their partnership and to 
begin liquidation on February 1, 1953. Rowe was designated as the partner in 
charge of liquidation. It was agreed that distributions of cash to the partners were 
to be made on the last day of each month during liquidation, provided that there 
was suff icient cash available.
The partnership agreement provided that profits and losses were to be shared 
on the following basis: Quinn 20%, Rowe 30% , Sims 30% and Toth 20% . The 
firm’s condensed balance-sheet as of February 1, 1953 was as follows:
Cash .................. . . . $33,440 Accounts payable .. . $ 7,120
Goodwill............ 20,000 Loan from Quinn . . 5,000
Other assets . . . . 44,510 Capital:
Quinn ............ 8,040
Row e.............. 32,160
Sims .............. 36,340
Toth .............. 9,290
$97,950 $97,950
The liquidating transactions for February and March, other than cash distribu­
tions to partners, are summarized by months below:
_______ CASH________
February March
Liquidation of assets with a book value of:
$22,020 .................................................................  $16,440
14,950 ..................................................................
Paid liquidation expenses as incurred.......................... 2,740
Paid to creditors on account ......................................  5,910
$16,110
2,460
1,210
Required:
Prepare a schedule showing the total amounts of cash distributed to the partners 
at the end of February and March and the amounts received by each partner in 
each distribution. Assume that Rowe made the distributions in such a manner that 
eventual overpayment to any partner was precluded.
No. 4  (10  points) (Optional)
From the following data you are to compute the unit sales price (adjusted to 
the nearest full cent) at which the Howie Manufacturing Corporation must sell its 
only product in 1953 in order to earn a budgeted profit (before income taxes) of 
$60,000.
The corporation’s condensed income statement for 1952 follows:
Sales (30,000 units) .........................................................  $450,000
Returns, allowance and discounts ....................................  13,500
Net sales .........................................................   $436,500
Cost of goods so ld .............................................................. 306,000
Gross p rofit.........................................................................  $130,500
Selling expenses .................................................................. $60,000
Administrative expenses.....................................................  30,000 90,000
Net profit (before income taxes) ...................................... $ 40,500
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The budget committee has estimated the following changes in income and costs for 
1953:
30% increase in number of units sold.
20% increase in material unit cost.
15% increase in direct labor cost per unit.
10% increase in production overhead cost per unit.
14% increase in selling expenses, arising from increased volume as well as from 
a higher price level.
7% increase in administrative expenses, reflecting anticipated higher wage and 
supply price levels. Any changes in administrative expenses caused 
solely by increased sales volume are considered immaterial for the pur­
pose of this budget.
As inventory quantities remain fairly constant, the committee considered that, for 
budget purposes, any change in inventory valuation can be ignored. The composi­
tion of the cost of a unit of finished product during 1952 for materials, direct labor 
and production overhead, respectively, was in the ratio of 3 to 2 to 1. No changes 
in production methods or credit policies were contemplated for 1953.
No. 5 (10  points) (Optional)
a. Rearrange the following balance-sheet of the Town of W in acceptable form for 
municipal reporting:
BALANCE-SHEET—-June 30, 1953 
Assets
Current:
Cash ........................................................................................  $ 50,000
Taxes receivable (including special assessments
$80,000) ........................................................................... 100,000
Supply inventories ................................................................ 10,000
Investments of trust f u n d s ..................................................  30,000
Fixed:
Land ........................................................................................  100,000
Buildings ...............................................................................  800,000
Equipment ..................................................................................  50,000
Liabilities
Current:
Accounts payable ................... ............................................
Fixed:
General obligations bonds payable ..................................  $350,000
Special assessment bonds p a y a b le ...................................  75,000
Fund Equities:
General f u n d ........................................................................  $ 35,000
Trust funds ........................................................................... 40,000
Bond fund ............................................................................. 25,000
Special assessment fund .....................................................  5,000
Capital fund ........................................................................  600,000
$ 190,000
950,000 
$1,140,000
$ 10,000
425,000
705,000
$1,140,000
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b. The Town of W, for which the balance-sheet was prepared in part (a ), will use
budgetary accounts. You are to prepare the balance-sheet for its General Fund
at the end of its first month of operation in its fiscal year starting July 1, 1953.
The following events are to be considered:
1. A budget was adopted which provided for property taxes of $210,000 for 
general municipal purposes and for estimated revenue from fees, etc. of 
$23,000. Appropriations were $180,000 for current operations, $20,000 
for debt service and $35,000 for street and other capital improvement:.
2. During July purchase orders of $9,400 were placed, $3,150 of which were 
received and vouchered at an actual net cost of $3,078. Payroll amounting 
to $5,185 was vouchered and $14,000 of accounts payable were paid.
3. The tax roll was not completed; but $21,000 of 1952-53 taxes were collected, 
$18,350 of which were special assessments. Also, $466 of delinquent taxes 
and penalties were collected. These taxes had been written off and no amount 
was in the currrent budget for such collections. Miscellaneous fees, etc. col­
lected amounted to $2,060.
4. Inventory of supplies at the end of the month was $10,400.
Answer Sheet for Problem Number 1
EXAMINATION IN ACCOUNTING PRACTICE— PART II 
November 5 ,1 9 5 3 ; 1 :30 to 6  p.m.
(Solve all problems)
No. 1 (12 points)
The following relate to federal income taxes. Parts (a) and (b), dealing with items 
of gross income and deductions, respectively, should be answered true or false. 
However, in not more than one sentence, you may give the reason for your con­
clusion where an explanation seems appropriate. The merit of the explanation will 
be considered if one is given.
a. Answer “true” or “false” and give explanation if you wish to do so. Assume that 
all of the income in question relates to 1952 only:
1. Mr. Grey is the sole beneficiary of a trust whose entire corpus consists of 
municipal bonds. The trust was created under the will of Grey’s father which 
stated that the income therefrom is distributable currently. The income is 
taxable to Mr. Grey when received.
2. Mr. Roe is an amateur novelist. He submitted one of his works to a contest 
and was awarded first prize, consisting of $5,000 in cash. The proceeds are 
tax-free.
3. In 1950, Mr. Brown was injured in an automobile accident and commenced 
a negligence action against the owner of the other vehicle. No medical de­
duction was claimed for expenses incurred in this connection. In 1952, Mr. 
Brown received $50,000 in damages pursuant to a judgment rendered in 
his favor. The full amount is taxable.
4. Mr. Doe is the sole stockholder of the X Corporation. The corporation was 
formed in 1947 and the basis for Doe’s stock is $250,000. The corporation’s 
tax returns filed for its first five years (all of which were accepted as filed 
by the Treasury) showed net operating losses of $20,000 for each year. This 
was properly shown on the balance-sheet at December 31, 1951 as a deficit 
of $100,000. For 1952 taxable income of $50,000 will be reported, but no 
tax will be payable, due to the net operating loss deduction. In December 
1952 a dividend of $50,000 was paid to Mr. Doe after having obtained an 
opinion from counsel that state law was not violated thereby. The full 
amount of this distribution is a return of capital and therefore tax-free.
5. Mr. White’s mother made a gift to him on his birthday (June 15, 1952) 
consisting of 100 shares of General Motors stock, at which time the quoted 
market price was $60 per share. Mr. White should report $6,000 as taxable 
income in his 1952 return.
6. Mr. Smith owns a ranch for which he purchased ten head of cattle on Oc­
tober 1, 1951 at a cost of $500, to be used for breeding purposes. On July 
1, 1952 all of these cattle were sold for $1,400. Depreciation from date 
of acquisition to July 1, 1952 was $100. The profit of $1,000 is ordinary 
income.
7. Mr. Smith acquired his ranch in 1940 by paying $50,000 in cash and ob­
tained a mortgage loan of $100,000. From date of acquisition to 1952 the 
mortgage has been reduced by amortization payments of $28,000, leaving a 
balance of $72,000. During 1952, Smith repurchased his mortgage note 
(which was in negotiable form) for $50,000. Smith realized no taxable in­
come on this transaction.
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8. The X Corporation, as described in question a. (4) above, has had no 
taxable income during the period from 1947 (inception) to 1951. In its 
first year it paid and deducted a certain franchise tax amounting to $2,000. 
During 1952, after several administrative hearings, a refund was obtained. 
The full $2,000 is tax-free in 1952.
9. The A Corporation owns a parcel of vacant land which was occupied by 
a tenant in 1952. The lease agreement provided that in lieu of rent, the 
tenant shall erect a certain structure on the land, which would revert to the 
A Corporation upon expiration of the term of the lease (one year). The 
tenant fulfilled its part of the agreement and vacated on December 31, 1952 
leaving a small building having a fair market value of $2,500. This amount 
should be reported as rent income in the A Corporation’s 1952 return.
10. The A Corporation also owns some timber land. By making a proper elec­
tion, it may report on its return long-term capital gains by cutting timber 
which need not be sold before the end of 1952.
11. During 1952, B Corporation traded in a tractor having an adjusted basis of 
$2,000, paid cash of $2,000 and received a new tractor in exchange, having 
a fair market value of $5,000. The $1,000 profit on the exchange should be 
reported as a capital gain.
12. Mr. Brown owned in the State of Florida an orange grove which he operated 
profitably for several years and sold during 1952. That portion of the profit 
which he realized from the sale relating to the unharvested fruit is ordinary 
income.
b. Answer “true” or “false” and give explanation if you wish to do so. Assume that
the following deductions relate to 1952 only:
1. The ABC Corporation has an inventory of widgets which always has been 
priced at LIFO. At December 31, 1952, the LIFO inventory is $125,000, 
but market is $100,000. The LIFO inventory may be written down to 
market for federal tax purposes and the $25,000 difference may be charged 
to cost of sales.
2. The C Corporation had accounts receivable at December 31, 1952 aggre­
gating $200,000, in respect of which a cash discount of 2% is allowed, if 
paid not later than January 10, 1953. A reserve for discount of $4,000 
was recorded in the accounts. The offsetting charge to income is deductible.
3. The D Corporation sold a plant building for $50,000 which was acquired in 
1940. The adjusted basis of D Corporation for such building was $100,000. 
The $50,000 loss is a capital loss. (Assume that there were no other gains 
or losses on sale of depreciable property or land used in trade or business.)
4. The E Corporation acquired a certain machine on January 2, 1952 which 
cost $50,000 and is used in connection with certain government contracts. 
An application for a certificate of necessity was filed and certification was 
received during the year in respect of 65% of the emergency facility. If a 
proper election is made, amortization of $6,500 may be claimed on the 1952 
return.
5. The F Corporation adopted a trusteed pension plan in 1952 which covered 
80% of all personnel. Proper approval was obtained from the Treasury. 
The actuaries informed the company that a payment of $50,000 to the 
trustee was necessary to fund the cost under the plan based upon past ser­
vice, in addition to current service cost of $4,000. The company paid $5,000
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on December 31, 1952 and $49,000 on March 5, 1953. The full amount of 
$54,000 is deductible in 1952.
6. Mr. Green resides in a suburb of Chicago and has recently been appointed 
chief counsel to a government agency in Washington, D. C. Mr. Green’s 
duties as chief counsel require his presence in Washington during ten months 
of 1952. He can deduct the rent paid for his Washington apartment, plus 
other living expenses, inasmuch as Illinois is his permanent residence.
7. Mr. Jones paid a fee of $1,000 in 1952 to an estate planning expert for 
drawing a will and advising him with respect to federal estate taxes. This 
may be deducted on his 1952 return.
8. Mr. White borrowed $100,000 from a bank to purchase municipal bonds, 
having a redemption value of $90,000, which were then pledged as security 
for the loan. The interest paid on the loan for 1952 may be deducted.
9. Mr. Big is the owner of a certain oil lease. The gross income for 1952 from 
the lease was $100,000 and expenses other than depletion aggregated 
$70,000. Percentage depletion of $27,500 is allowable since it is greater 
than cost depletion of $20,000.
10. Mr. Blue received dividends from certain Canadian stocks upon which 15% 
Canadian income tax was withheld at source inasmuch as Blue is an Amer­
ican citizen. The Canadian income tax, like federal income tax, is not de­
ductible.
11. Mr. Smart paid traffic violation fines totaling $100 in 1952. The full amount 
is deductible in computing net income.
12. The garage on Mr. Doe’s Illinois residence was damaged in 1952 during a 
hailstorm. The original cost was $3,000. Its fair market value immediately 
prior to the storm was $5,000 and was $1,000 thereafter. A casualty loss 
of $4,000 may be claimed by Mr. Doe.
No. 2 (8  points)
Pitts-Marvel Sales Corporation sells goods and accounts for such sales on the 
installment basis. At the end of each year it takes up gross profit on these sales 
in the year(s) of collection rather than in the year of sale and considers each collec­
tion to be composed of cost and gross profit elements.
The balances of the control accounts for Installment contracts receivable at the 
beginning and end of 1952 were:
January 1, 1952 December 31, 1952
Installment contracts receivable— 1950 ...........  $ 24,020 —
“ “ “ — 1951 ...........  344,460 $ 67,440
“ " “ — 1952 ...........  —  410,090
As collections are made, the company debits Cash and credits Installment con­
tracts receivable. During 1952, upon default in payment by customers, the com­
pany repossessed merchandise having an estimated resale value of $1,700. The 
sales had been made in 1951 for $5,400, and $3,200 had been collected prior to de­
fault. The company recorded the default and repossession by a debit to Inventory 
of repossessed merchandise and a credit to Installment contracts receivable— 1951 
for the uncollected balance.
The company’s sales and cost of sales for the three years involved are summar­
ized below:
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1950 1951
Net sales .................................................................. $380,000
Cost of sales ...........................................................  247,000
1952
$432,000
285,120
$602,000
379,260
Required:
a.
b.
Prepare journal entries to record at December 31, 1952 the recognition of pro­
fits and any other adjustments arising from the above data. Give complete expla­
nations in support of your entries.
Give one acceptable alternate method of handling the repossession and discuss 
the relative merits of it as compared to the method you used in ( a ) .
No. 3 (30  points)
You are engaged in your second annual audit of Richardson’s Chemix, Inc., as 
of December 31, 1952. The company manufactures a single product, Chemix.
One pound of basic raw material is required for the production of one pound 
of finished product. All production is completed at the close of each day. Other 
materials, in relatively minor quantities, are added at approximately the same rate 
as are direct labor and manufacturing overhead. For this reason, Miscellaneous 
materials used is included as part of overhead in Processing costs.
For the purpose of monthly adjustment of the books and interim statements, 
processing unit cost is computed monthly at a predetermined percentage of average 
unit cost of basic materials. At the end of the year, finished product inventory valu­
ation is adjusted to the average cost of basic material issued from stores plus actual 
processing costs. Inventories are carried at cost in the statements.
In prior years the company shipped its product in non-returnable cardboard con­
tainers, but as of January 1, 1952 the management converted to new returnable 
metal containers which cost $6 each. These new containers average six deliveries 
each before being scrapped. To encourage return of the new containers, customers 
are billed $9 per container, credit for which amount is granted upon return in good 
condition. Containers remain the property of the client, and billings for them are 
considered to be in the nature of customers’ deposits.
Control accounts are maintained for the following profit and loss items: Process­
ing costs, Selling and distribution expense, General and administrative expense, and 
Other additions and deductions.
Required:
You are to prepare working papers which show in detail “Balance per books 
12/31/52,” “Audit Adjustments,” “Profit and Loss for Year,” and “Balance-Sheet 
12/31/52.” (Separate worksheets may be prepared for Balance-Sheet accounts 
and for Profit and Loss accounts.) Key all audit adjustments and prepare formal 
journal entries which will provide a clear explanation for each of your adjustments. 
Also prepare schedules supporting your entries for Returnable containers, Finished 
product inventory and Federal income tax payable.
A summary of the ledger accounts showing the opening balance, transactions and 
book adjustments, and closing balance for each account follows. (There are no 
footing, extension, or posting errors in the following work sheets.)
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RICHARDSON’S CHEMIX, INC. 
Work Sheet— December 31, 1952
Per Books 12/31/51
Transactions and Adjustments 
Per Books Per Books 12/31/52
Account
Cash .........................
Accounts receivable— 
trade......................
Estimated uncollectible 
accounts ...............
Finished product inven­
tory ........................
Raw material inventory
Miscellaneous materials
inventory ...............
Returnable containers. .
Prepaid insurance.......
Cash value of life insur­
ance ......................
NAR Distributors, Inc. 
stock......................
Land ............... ........
Building ............... .
Accumulated deprecia­
tion—building .......
Machinery and equip­
ment ......................
Accumulated deprecia­
tion—machinery and
equipment .............
Vouchers payable . . . .
Withheld and accrued 
taxes ......................
Federal income tax pay­
able ......................
Mortgage bonds payable 
Capital stock (stated
value $50) .............
Paid-in Surplus ........
Retained earnings . . . .
Treasury stock ..........
Carried forward........
Debit Credit Debit Credit Debit Credit
$103,500 (5)$1,775,560 (7) $1,760,490
(12) 4,850 (11) 9,460 $113,960
70,000 (1) 1,711,000 (3) 96,000
(5) 1,577,800
(6) 2,400 104,800
$ 2,000 (6) 2,100 (10) 3,500 $ 3,400
92,000 (4) 15,100 (2) 1,027,000
(9) 1,071,000
(19) 900 152,000
38,500 (8) 741,500 (9) 714,000 66,000
8,000 (18) 11,025 19,025
(4) 48,000 (2) 54,000
(8) 24,000 (17) 1,440 16,560
2,300 (8) 14,300 (14) 14,200 2,400
3,500 (14) 400 3,900
(8) 23,000
(21) 2,000 25,000
10,000 10,000
100,000 (8) 120,000 220,000
25.000 (15) 3,300 28,300
65,000 (8) 12,500 77,500
35,000 (15) 8,050 43,050
31,000 (7) 1,760,490 (8) 1,768,965
(2) 10,100 49,575
4,940 (8) 88,320 (8) 73,400
(16) 27,000 17,020
23,890 (8) 23,920 (22) 48,400 48,370
(5) 197,760 197,760
50,000 (13) 25,000 75,00046,920 46,920
274,050 (13) 25,000 (21) 2,000
(12) 100 251,150
(11) 9,460 (12) 4,750 4,710
$492,800 $492,800 $7,484,425 $7,429,115 $815,855 $760,545
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RICHARDSON’S CHEMIX, INC.
Work Sheet— December 31, 1952
Transactions and Adjustments
Per Books 12/31/51 Per Books Per Books 12/31/52
Debit CreditAccount _____  _____
Brought forward.. $492,800 $492,800
Debit
$7,484,425
Credit Debit Credit
$7,429,115 $ 815,855 $ 760,545 
1,615,000
357,000
Sales .................... (3) 96,000 (1) 1,711,000
Cost of sales. . . . . (2) 1,081,000 (4) 63,100
(17) 1,440 (18) 11,025
(20) 10,100 (19) 900 1,017,515
Processing costs
applied ............
Processing costs (8) 310,825
(9) 357,000
(14) 9,050
(15) 10,000 329,875
Selling and distri­
bution expense. (8) 302,000
(14) 2,975
(15) 550 305,525
General and admin­
istrative expense (6) 300
(8) 177,000
(14) 1,775
(15) 800
(16) 27,000
(10) 3,500 210,375
Other additions and
deductions . . . . (8) 5,000 5,000
Federal income tax (22) 48,400 48,400
$492,800 $492,800 $9,572,140 $9,572,140 $2,732,545 $2,732,545
The following entries, as shown in the work sheet, summarize the transactions 
for the year:
(1) Accounts receivable—tra d e ............................................ $1,711,000
Sales ...............................................................................  $1,711,000
Sales of Chemix ...................................  $1,630,000
Returnable containers—9,000 at $9 . . . .  81,000
$1,711,000
(2) Cost of sales .................................................................  1,081,000
Finished product inventory ...........................................  1,027,000
Returnable containers.....................................................  54,000
To cost sales made during the year.
(3) Sales.................................................................................  96,000
Accounts receivable—tra d e ............................................ 96,000
Sales returns: Chemix.............................  $24,000
Containers returned—8,000 at $9 . . . .  72,000
$96,000
(4) Finished product inventory ...........................................  $ 15,100
Returnable containers.....................................................  48,000
Cost of sales . . . .  .................................................... $ 63,100
To restore returns to inventory.
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(5) Cash ........................................................................................  1,775,560
Accounts receivable— trade ..........................................
Mortgage bonds payable ..............................................
Receipts from customers on account and the net 
proceeds of a 20-year, 5% bond issue, dated 
7/1 /52 , interest payable each January 1 and July 
1. Entire issue was sold on 10/1/52 at 99, plus 
accrued interest. Costs of issue of $2,740 were paid.
(6) Estimated uncollectible accounts........................................  2,100
General and administrative expense ...........................  300
Accounts receivable— tr a d e ............................................
To write off accounts proved uncollectible:
1951 sales, $2,100; 1952 sales, $300.
(7) Vouchers payable ................................................................ 1,760,490
Cash ...................................................................................
To record payments of vouchers.
(8) Raw material inventory ....................................................... 741,500
Returnable containers .........................................................  24,000
Prepaid insurance ................................................................ 14,300
NAR Distributors, Inc. stock (1,000 shares) .................  23,000
Processing costs (salaries and wages, miscellaneous ma­
terials, etc.) ......................................................................  310,825
Selling and distribution expense (salaries, etc.) .............  302,000
General and administrative expense (salaries, etc.) . . 177,000
Other additions and deductions (interest) ....................... 5,000
Withheld and accrued taxes ..............................................  88,320
Federal income tax payable ..............................................  23,920
Building .................................................................................... 120,000
Machinery and equipment ..............................................  12,500
Withheld and accrued taxes ..........................................
Vouchers payable ............................................................
Per voucher register. The vouchers charged to 
Building were for construction of a factory exten­
sion completed in November. Those charged to 
Machinery and Equipment were for machinery 
installed in the factory extension. The contract 
price for the machinery was $52,500, payable 
$10,000 down and the balance in 17 monthly 
installments of $2,500 each payable the 10th of 
each month.
(9) Finished product inventory ..............................................  1,071,000
Raw materials inventory ................................................
Processing costs applied ................................................
For cost of completed production.
(10) General and administrative expense ...........................  3,500
Estimated uncollectible accounts .................................
To record provision for bad debts. The treasurer 
and credit manager reviewed the accounts and de­
cided that $3,500 were doubtful. You later re­
viewed the accounts with them and agreed with 
their evaluation.
1,577,800
197,760
2,400
1,760,490
73,400
1,768,965
714,000
357,000
3,500
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(11) Treasury stock....................
Cash ...............................
Purchase of 100 shares: 
Sept. 16—40 at 94 
Nov. 2—60 at 95
9,460
9,460
(12) Cash .................................................................................  $ 4,850
Treasury stock ...........................................................
Retained earnings ......................................................
Sale of 50 shares purchased November 2.
(13) Retained earnings.......................   25,000
Capital stock ..............................................................
Net entry for declaration and issue of 500 shares 
as a 50% stock dividend in July.
(14) Cash value of life insurance.........................................  400
Processing costs .............................................................. 9,050
Selling and distribution expense .................................  2,975
General and administrative expense.............................. 1,775
Prepaid insurance .....................................................
To amortize insurance per register and to set up 
portion of $500 premium for increase in cash 
surrender value of life policy.
$ 4,750
100
25,000
14,200
(15) Processing costs ............................................................
Selling and distribution expense.....................................
General and administrative expense..............................
Accumulated depreciation—building ......................
Accumulated depreciation—machinery and equip­
ment ...........................................................................
10,000
550
800
3,300
8,050
To record depreciation charges, per schedule:
Asset
Annual
Rate Cost Processing Selling
Office & 
General
Building 2½ % $100,000 $ 2,250 $150 $100
Bldg. Ext. 4% 120,000 800
M &E 12% 65,000 6,700 400 700
M &E 12% 12,500 250
$10,000 $550 $800
(16) General and administrative expense............................
Withheld and accrued taxes ......................................
For accrual of employer’s share of payroll taxes 
at 4½ % of total payrolls:
Factory ...........................................  $ 250,000
Selling and distribution.................. 250,000
General and administrative .......... 100,000
27,000
27,000
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(17) Cost of sales .................................................................  1,440
Returnable containers .............................................. 1,440
Net inventory adjustment:
Of the 1,000 containers not returned, salesmen 
reported that customers had only 800 on hand at 
December 31, of which 300 had been used but 
once and 500 of which were not returnable as 
they were being used as mixing pots.
The inventory record indicates 3,000 on hand 
at the plant on December 31, but a physical 
count showed only 2,940 (940 new; 2,000, 50% 
used).
Containers with customers ..................  300
Less—plant adjustment ......................  60
Net adjustment at $6 e a c h ..................  240
(18) Miscellaneous material inventory .................................  11,025
Cost of sales .................................. ........................  11,025
To adjust to physical inventory at 12/31/52.
(19) Finished product inventory .........................................  $ 900
Cost of sales .............................................................. $ 900
To adjust value of 100,000 lbs. in inven­
tory at December 31, to a unit cost of
$1.52 per pound ...................................  $152,000
Balance per ledger .............................. 151,100
Adjustment ........................................ $ 900
Material issue cost per perpetual inven­
tory records .......................................... $1.02
Actual processing cost $330,000 divided 
by 660,000 lbs. sold in 1952 ..............  .50
$1.52
(20) Cost of sa les ...................................................................  10,100
Vouchers payable ...................................................... 10,100
To record liability for 10,000 lbs. of raw material 
in transit at December 31 at $1.01 per lb.
(21) NAR Distributors, Inc. stock .........................................  2,000
Retained earnings ...................................................... 2,000
To adjust to quoted bid prices at 12/31/52.
(22) Federal income tax .......................................................  48,400
Federal income tax payable......................................  48,400
To record estimated tax for 1952:
Net income per books before F I tax $103,710
Combined normal tax and surtax:
52% of $103,710 .......... $53,929.20
Less .................................  5,500.00
Computed t a x ..............  $48,429.20
Additional data:
(a) The accrued payroll tax liability recorded by the client included tax on the 
following exempt payroll: factory $30,000; selling $70,000; general $40,000.
(b) All tax rates used by client may be considered as correct. State franchise, state 
income tax and federal excess profits taxes are to be ignored.
(c) A summary of transactions from the perpetual inventory records for raw 
materials follows:
Average
Pounds Amount Unit Price
Balance 1/1 /52 ........................  35,000 $ 38,500 $1.10
Purchases .......................................  731,000 741,500 1.014
Total available ........................  766,000 $780,000 $1.018
Issued for processing.................... 700,000 714,000 1.02
Balance 12/31/52 ........................  66,000 $~ 66,000   $1.00
(d) Of the 12/31/52 balance of accounts receivable, $9,000 was for containers. 
You have discussed with the client the accounting treatment accorded re­
turnable containers and have reached agreement with the client that, since 
the containers remain the property of the company, billings for them should 
not be taken up in Sales. In this discussion you have suggested alternate ways 
of treating container losses and amortization in the income statement. For 
reasons which you accept as valid, the client now has decided to charge con­
tainer losses and amortization to Selling and distribution expense and to ap­
ply as a reduction of this expense any gains on containers not returned.
(e) Your review of the minutes book reveals that the directors intended to 
freeze $50,000 of retained earnings by means of the 50% stock dividend 
recorded.
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GROUP I
(Answer any two questions out of this group of three)
No. 1 (20 points)
The following information relates to the purchase of an asset which was paid
for by a trade-in of an old asset and the balance in cash:
List price of new a s s e t ............................................................ $10,000
Cash payment ................................................................................ 5,800
Cost of old a s s e t ...........................................................................  8,000
Depreciation reserve—old asset .......................................... 5,000
Second-hand market value— old asset .....................................  3,600
a. You are to prepare journal entries to show three different methods of recording 
the transaction.
b. Following each entry give an explanation of the reasoning behind that method 
of recording and indicate the circumstances in which it might be appropriate.
No. 2 (20  points)
ITEM A.—Corporation X manufactures at a finished cost of $20.00 per unit and 
sells to Corporation Y @ $25.00 per unit. Corporation Y leaves its inventory in 
the warehouse of Corporation X, withdrawing only as needed and pays to Cor­
poration X storage at the rate of 50₵ per unit per month. The quantity in the 
inventory of Corporation Y at December 31 was purchased six months previ­
ously. Corporation Y resells at $40.00 F.O.B. shipping point which is the same 
price at which Corporation X sells to others.
ITEM B.— Corporation X owns and operates a mine from which Item B is ex­
tracted. The average cost of mining Item B is $5.00 per ton. The cost of the 
mine and development thereof is subject to depletion at the rate of $2.50 per 
ton. The cost of loading on freight cars averages $1.00 per ton. Corporation Y 
purchases from Corporation X at cost F.O.B. the mine and transports to its 
plant, paying freight of $1.50 per ton. Corporation X  sells approximately 75% 
of its mined product to others at a price of $15.00 per ton. F.O.B. the mine 
and Corporation Y sells at a substantial profit after refinement.
ITEM C.—Corporation X buys manufacturing supplies at a price of $50.00 per 
unit less trade discounts of 10/10/20. A portion of the supplies purchased by 
Corporation X are resold to Corporation Y at a price of $41.00 F.O.B. Corpora­
tion Y’s plant. The freight, paid by Corporation X, amounts to 500 per unit. 
Corporation Y does not have access to the market from which Corporation X 
buys.
ITEM D.— Corporation X manufactures this item at the average cost of $29.00 
per unit and sells its total output to Corporation Y @ $35.00 per unit, F.O.B. 
Corporation X ’s plant under terms of a firm contract. The freight amounts to 
$2.00 per unit. The amount obtainable from Corporation X is only about 50% 
of the quantity required by Corporation Y. The balance of Corporation Y’s 
requirements are obtained from other sources at a price of $32.50 per unit,
F.O.B. Y’s plant. Y resells this item at a price which yields $34.00 per unit 
after allowing for sales and handling expense.
EXAMINATION IN THEORY OF ACCOUNTS
November 6 , 1953; 1 :30 to 5 p.m.
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ITEM E.—Corporation X manufactures at a cost of $6.00 per unit and sells to 
Corporation Y and others @ $5.00 per unit, F.O.B. Corporation X’s plant. The 
freight to Y’s plant amounts to 75₵ per unit. Corporation Y processes this item 
and sells at a profit.
Required:
Consider that there were 10 units of each of the five items in the inventory of 
each corporation at the end of their concurrent fiscal years. You are to show the 
proper valuation at the lower of cost or market for inventory purposes in the 
financial statements and to explain in connection with  each valuation the reason for 
using it. Answer for each item separately.
a. In the financial statements of Corporation X  and Corporation Y assuming there 
is no relation between the two corporations.
b. In the consolidated financial statements assuming Corporation Y is a wholly- 
owned subsidiary of Corporation X.
No. 3 (20  points)
Explain the basic difference in the method of accounting for joint products 
and for by-products.
State the conditions under which an item should be treated as a by-product 
rather th an as a joint product.
Explain the two principal methods of assigning joint costs to the joint products 
and state the circumstances under which each would be appropriate.
a.
b.
c.
GROUP I
(Answer any five questions out of this group of seven)
No. 4  (12 points)
a. You arc to define the following terms as used in relation to depreciation of 
fixed assets:
1. Unit basis
2. Group basis.
3. Composite basis.
b. Explain how retirements are handled under each of the above three bases for 
computing depreciation.
c. Give the arguments for and against the three bases.
No. 5 (12 points)
A manufacturing company using the LIFO method for valuation of raw mate­
rials applies a write-down of certain materials to reduce their value to market 
which is lower than the LIFO basis.
a. Give arguments for and against this write-down.
b. Is the write-down deductible for federal income taxes?
c. Assuming a write-down is made, state how it should be treated in financial 
statements issued to stockholders.
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No. 6 (12 points)
Your client, a retailer, has recently taken occupancy of property under the terms 
of a ten-year renewable lease. In this connection, you note the following items of 
information:
a. Annual rental under the lease is $12,000.
b. At a cost of $60,000 your client has made leasehold improvements which have 
an estimated life of 30 years.
c. The lease calls for removal of the improvements at the expiration of the lease. 
It is estimated that this will cost $15,000 net of salvage.
Required:
Describe fully the treatment of each of the above items in the financial state­
ments. Justify the treatments you describe.
No. 7 (12 points)
a. State the rule followed by a company in converting foreign currency into U.S. 
Dollars on:
1. Fixed assets of branches in foreign countries.
2. Inventory of merchandise bought by the foreign branch in that country.
b. If your basis of conversion differs as to the two items listed in (a), explain 
why there is such difference, including a discussion of the accounting principles 
that are involved.
No. 8 (12 points)
Consolidated statements are frequently presented for a parent company and its 
subsidiary or subsidiaries. There are a number of reasons for their use in present­
ing financial data. However, such statements are subject to several limitations in 
the usual situation. You are to state and explain the limitations of consolidated 
statements.
No. 9 (12 points)
State and explain the considerations involved in deciding whether a general con­
tractor should take up revenue on the “completed contracts” basis or on the “per­
centage of completion” basis.
No. 10 (12 points)
What conditions must exist or what requirements must be met to make the fol­
lowing changes in accounting methods of reporting income under the federal in­
come tax regulations:
a. From cost to retail method?
b. From accrual to installment method?
c. From “cost or market, if lower” to “LIFO” valuation method?
(Answer any eight of these nine questions)
No. 1 (1 2 ½  points)
On May 15, 1952, you are engaged to make an audit of a corporation whose 
records you have not previously examined. Your client is a retail coal dealer with 
a fiscal year ending May 31. Perpetual inventory records are in use and sales are 
accumulated both as to dollar amount and tonnage for each type of coal sold. A 
part of the coal on hand at May 31, 1952, is stored in loading bins while the re­
mainder is piled in the open or contained in railroad cars.
a. List audit procedures to be followed in the verification of inventories at May 
31, 1952.
b. Assuming that no audit had been made at May 31, 1951, suggest procedures 
to test the credibility of cost of goods sold.
No. 2 (1 2 ½  points)
The independent certified public accountant should not express the opinion that 
the financial statements present fairly the position of the company and the results 
of its operations, in conformity with generally accepted accounting principles, (1) 
when his exceptions are such as to negative the opinion, or (2) when the exami­
nation has been less in scope than he considers necessary to express an opinion 
on the statements taken as a whole.
a. Describe fully a situation in which an auditor cannot express an opinion be­
cause his exceptions are such as to negative the opinion. Give a full explanation 
of the criteria applicable in making this decision.
b. Describe fully a situation in which an auditor cannot express an opinion be­
cause his examination has been less in scope than he considers necessary. Ex­
plain why you think no opinion should be expressed in the situation which 
you describe.
c. Draft an appropriate short-form audit report which an auditor might submit 
in the situation given in your answer to (b ) .
EXAMINATION IN AUDITING
November 5 , 1953; 9  a.m. to  1 2 :30 p.m .
No. 3 (1 2 ½  points)
a. In 1952, your client, the T.E.L. Video Corporation, was licensed to manufac­
ture a patented type of radio tube. The licensing agreement called for royalty 
payments of ten cents for each tube manufactured. What procedures would 
you follow in connection with your regular annual audit as of December 31, 
1952, to satisfy yourself that the liability for royalties is correctly stated?
b. After your audit of the T.E.L. Video Corporation was completed, they asked 
you to prepare a certified report for the owner of the patent on the radio tube, 
covering therein your findings as to Royalty payable. Prepare the report which 
you would submit. (You may make an assumption as to any figures, if you 
wish to use them.)
No. 4  (1 2 ½  points)
X Corporation is a medium-sized manufacturer of equipment and has a fiscal
year ending April 30th. The useful life of its product is rarely over ten years. New
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models are introduced each year. An inventory of repair parts is maintained and 
a price list of parts is published annually which shows prices to dealers and retail 
sales prices. These list prices are influenced by competitive market quotations.
Perpetual inventory records of repair parts are maintained in quantities and an 
annual physical inventory is taken. For statement purposes, the inventory is ex­
tended at current list prices to dealers and reduced to cost by application of a 
computed per cent.
You are the senior in charge of the annual audit of X Corporation as of April 
30, 1953. When the audit is finished you know your work will be reviewed and 
you will be questioned about the problems in connection with each phase of the 
audit. In connection with the audit of the repair parts inventory, for example, you 
will be asked if the inventory is included in the inventory certificate obtained from 
the client.
In connection with the audit of the repair parts inventory, what additional ques­
tions might you expect to be asked when your work is reviewed?
No. 5 (1 2 ½  points)
The Irving Manufacturing Company uses a system of shop orders in its plant. 
This system includes a series of orders for construction and installation of fixed 
assets, another series for retirement of assets and a third series for maintenance 
work. There are “standing order” numbers for minor repetitive maintenance items 
and special orders for unusual or major maintenance items.
In connection with a regular annual audit of the Irving Manufacturing Com­
pany, prepare a program for work to be done on the maintenance orders. Assume 
that there appears to be reasonable internal control in the company. Prepare your 
program to avoid doing any more work than is necessary to meet acceptable 
auditing standards and explain the purpose or objective of each of your proposed 
steps.
No. 6 (1 2 ½  points)
James Thomas opened a retail shoe store in 1949. The business was incorporated 
under the name of Thomas Shoe Fair, Inc. Toward the end of 1952, the corpora­
tion made purchases far in excess of those previously made. Early in 1953, it filed 
a petition in bankruptcy showing very little inventory and cash but large accounts 
payable for purchases. Thomas asserts that the shoes were sold at very low prices 
to attract new business and that he unwittingly outran his resources. A weekly 
entry of cash receipts in the check book was his only record of sales and the cred­
itors suspect fraud. You have been retained by the creditors to investigate.
a. Outline the procedures you would follow in your investigation.
b. Indicate the general contents of your report to the creditors.
No. 7 (1 2 ½  points)
In what ways can the use of cash registers contribute to the effectiveness of 
internal control over receipts from cash sales? Explain.
The general ledger of the XY Manufacturing Company contains a Payroll 
clearing account. Debits to the account originate in the payroll section of the 
factory accounting off ice. Credits to the account originate in the cost distribu­
tion section. The company does not use standard or estimated costs. On the
a.
b.
assumption that there is effective internal control over payrolls you are to:
1. State the information needed by the payroll section and indicate the source 
of this information.
2. State the information needed by the cost distribution section and the source 
of the information.
3. State the principal controls over the payroll in the system as you have 
described it.
No. 8  (1 2 ½  points)
You are assigned to the regular annual audit of a Savings and Loan Association. 
In these associations the members’ “savings accounts” constitute the principal 
source of capital funds. Members sometimes obtain loans from the association, 
pledging their savings accounts as sole collateral.
Prepare in outline form a program for the audit of such loans on savings ac­
counts.
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No. 9 (1 2 ½  points)
List and give a brief description of the form and content of the principal ex­
hibits or statements needed in a report covering the audit of a municipality.
EXAMINATION IN COMMERCIAL LAW
November 6, 1953; 9 a.m. to 12:30 p.m.
[The purpose of these questions is to test the candidate’s knowledge of textbook 
treatment of problems inherent in business transactions and in the audit thereof. 
Except for objective type questions, credit will not be given for an answer unac­
companied by a statement of reasons. Answers to questions involving negotiable 
instruments, partnerships and sales should be based on provisions of the pertinent 
uniform laws.]
GROUP I
(Answer all questions in  this group)
No. 1 (10  points)
a. Under what circumstances may an action for damages arising out of non-per­
formance of a sales agreement be brought by:
1. The buyer against the seller?
2. The seller against the buyer?
b. Where there is a breach of warranty by the seller of goods, what are the vari­
ous remedies available to the buyer?
c. Where the buyer has selected and has been granted a remedy for breach of 
warranty, may he seek thereafter to enforce one of the other remedies?
d. State what is the measure of normal damages for a seller’s breach of warranty.
No. 2 (10  points)
a. Define tender of performance of a contract.
b. Dan owes several debts to Clem. Dan pays a sum of money on account and 
asked at the time of payment that it be applied to a specific debt. Is Clem 
obligated to do so? Explain.
Where a part payment is made on an interest-bearing debt, how is the sum 
applied as between principal due and overdue interest:
1. Where the debtor directs application to the principal?
2. Where the debtor makes no statement as to application?
c.
No. 3 (10  points)
A, B and C were partners in the drug business. Under the partnership articles, 
A was to act only as manager while B and C were to purchase supplies for the firm. 
A and B had contributed $10,000 each to the capital of the firm, while C contrib­
uted the store building in which the business was carried on, retaining the title in 
his own name. Answer the following questions, using the Uniform Partnership 
Act as the basis for your answers:
a. If nothing is said in the partnership agreement as to sharing profits, how much 
would A, B and C each receive out of a $9,000 profit earned at the end of the 
first year? Explain.
b. If A should contract to buy drug supplies from X, a wholesaler, making the 
contract in the firm name, can the firm be held for the contract? Why?
c. If B and C should decide, against A’s wish, that the firm should open a hard­
ware store in a distant town, may they do so? Why?
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d. If C should sell and convey in his own name the store building to T, who knew 
nothing of the partnership’s interest in the building, could T obtain the title to 
the building? Why?
e. Could C and B prevent A from assigning his interest in the partnership to Q? 
Explain.
No. 4  (10  points)
a. 1. What is the effect of knowingly making a promissory note payable to a
fictitious person?
2. By whom may a bill of exchange be protested?
3. In a promissory note how does an indorsement in blank differ in form and 
legal effect from a special indorsement?
b. D drew a sight draft on P, payable to the order of X. X presented the draft to 
P, who writes on it, “Accepted—payable in ten days, P.” X did not notify D. 
At the expiration of ten days, P did not pay the draft. X then sues D.
1. Is D liable? Why?
2. What are the rights and liabilities of the holder, X, and the drawer, D, in 
this situation?
No. 5 (10 points)
a. What are “blue sky” laws?
b. Name five of the more common rights and privileges of a stockholder of a 
corporation.
c. Explain the right of stockholders to acquire new stock:
1. Where the stock is held as “Treasury Stock.”
2. Where unissued stock is to be sold.
d. What are the essential records that should be kept by a corporation?
GROUP I
(Answer any five questions in this group. No credit will be given for 
additional answers and if submitted only the first five 
answers will be considered.)
No. 6  (10  points)
a. State the important respects in which the legal status of a general partnership 
usually differs from that of a corporation. Give at least four.
b. What does the term “person” include as used in the Uniform Partnership Act?
c. On dissolution of a partnership, one or more partners exercise authority as to 
winding up the business. In what special capacity do these partners act?
d. In the voluntary dissolution of a limited partnership, in what order are the 
remaining assets distributed to partners after all liabilities to creditors have 
been paid?
No. 7 (10  points)
a. Jones and Burns, who are partners, use several automobiles in their business. 
Also, each partner individually owns other cars. Together they call on Allen,
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a second-hand car dealer, who knows the facts, and they direct him to “sell 
all our automobiles.”
What is Allen’s authority as to the partnership cars and the cars individually 
owned by Jones and Bums? Explain.
b. Peters authorizes and directs Smith to purchase 100,000 bushels of wheat and 
to charter a steamer on which to ship it. Later, and before Smith has acted, 
Peters telegraphs Smith not to buy the wheat.
Does Smith still have authority to charter the steamer? Explain.
c. Albert shipped to Burt 100 bales of hops. The agreement specified that they 
were to be of a certain grade. Upon examination by Burt it was claimed that 
they were not of that grade. The sales agent of Albert who made the sale to 
Burt agreed to relieve Burt from liability and to have the hops shipped else­
where. This was done and they were sold at a price less than that to be paid 
by Burt. Albert refused to accede to the agent’s acts and sued Burt for the 
amount of his loss.
Should Albert recover in view of the agent’s agreement? Explain.
d. On misrepresentation of being Paul’s agent, George contracts to buy goods, 
intending to purchase for himself but using Paul’s name to obtain credit. This 
comes to Paul’s knowledge and, as the contract is very advantageous, Paul 
wishes to obtain it.
Can Paul obtain the contract? Explain.
No. 8 (10 points)
a. State the doctrine of substantial performance of contracts.
b. Define the following terms: (1) receipt, (2) release, (3) mutual release,
(4) general release.
c. On what grounds can the finality of a release be attacked?
d. Distinguish between general and special damages for breach of contract.
e. What are liquidated damages?
No. 9 (10  points)
a. Define a contract of suretyship and a contract of indemnity.
b. Wh at is meant by a “surety’s right of contribution”? Explain how the amount 
of contribution is determined.
c. Wh ere Able and Baker are sureties on the bond of an insolvent principal and 
Able, without knowing of the existence of Baker as a surety, is compelled to 
pay the entire debt, what remedy, if any, has he against Baker? Explain.
No. 10 (10  points)
a. In order that a person may acquire title to real estate by adverse possession, 
what must he have done with respect to the property?
b. Name and describe the four major types of tenancies between landlord and 
tenant.
c. What is the difference between a quitclaim deed and a warranty deed?
No. 11 (10  points)
On your paper you are to list the numbers 1 through 10. Opposite each number 
you are to write the word “true” if the statement is true or the word “false” if the
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statement is not true. Your answers should be based on the Uniform Negotiable 
Instruments Law. Grade will be computed on the number of correct answers. No 
reasons need be given.
1. A negotiable instrument must be dated.
2. A person may acquire the rights of a holder in due course of a negotiable 
instrument without being a holder in due course.
An accommodation party is liable to the party accommodated.
In the absence of special agreement, indorsers are liable prima facie to one 
another in the order in which they indorse.
A holder may strike out any indorsement not necessary to his title.
Lack of consideration in the original making of a note is a defense which 
can be maintained against a holder in due course.
Forgery in the original making of a note is a defense which can be main­
tained against a holder in due course.
Incapacity to contract is a defense which can be maintained against a holder 
in due course.
A qualified indorser undertakes that the instrument will be paid at maturity. 
A general indorser warrants that all prior parties had capacity to contract.
3.
4.
5.
6.
7.
8 .
9.
10.
No. 12 (10  points)
On your paper you are to write the numbers 1 through 10. Opposite each num­
ber you are to write the word “true” if the statement is true or the word “false” 
if the statement is not true. Base your answers on the most general rule of law. 
Grade will be computed on the number of correct answers. No reasons need be 
given.
1. A written promise can be enforced as a contract without consideration being 
received in return.
2. A contract to sell a watch worth $100 for $75 is unenforcible for inadequacy 
of consideration.
3. A written promise by a debtor to pay a debt barred by the statute of limita­
tions is enforcible without new consideration.
4. A promise by the promissor to perform an act which the promissor is already 
legally bound to do offers sufficient consideration for a new and different 
contract.
5. A claim for money, the amount of which is not in dispute, may be discharged 
by the payment of any amount upon which the parties agree.
Data for questions 6-10:
A owned a house and lot which he leased to B. B erected a two-car garage at 
the rear of the lot and placed a sign “B’s Woodcraft Shop” over the door. In the 
garage B put in a work bench, an electric motor, a lathe and electric lights. B also 
put in a radiator and laid pipes connecting it with the heating plant in the house 
and also laid down a cement walk to the house.
A later mortgaged the premises to C. One year later, as a result of A’s failure 
to make payments on the mortgage, C began foreclosure proceedings. Assuming 
B’s lease is about to end, indicate whether each of the following five statements is 
“true” or “false.”
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6. B may remove the garage from the premises.
7. B may not remove his lathe from the garage.
8. B may remove his electric motor from the garage.
9. B may not remove the work bench from the garage.
10. C has a right to demand that the cement walk be left in.
INDEX
Accommodation—party liability 142
Accounting methods, change in 135
Accounting practice, questions in
1, 25, 47, 66, 90, 116 
Accounting principles, SEC check-off 
list 84
Accounting procedures, conservative 14
Accounts payable
Bankruptcy, percentage of probable 
payments to 100
Confirmation 17
Accounts receivable
Confirmation at other than balance- 
sheet date 84
Confirmation, more frequent than 
accounts payable 17
Error in control of 84
Mail receipts, internal control 110
Negative form 84
Accrual basis
Contributions deductible under 51
Items deductible under 26
Advertising expenses, tax accounting of 26 
Agency
Appointment of agent 63
Authority, termination of 21
Authority to represent principal 63
“Del credere” agent, define 63
Duties of principal and agent 43, 86 
Lien, define 86
Lien, funds or property of principal 86 
Loss of principal’s funds 112
Principal’s instructions 112
Principal’s notice, third parties bound 
by 112
Recovery of loss on agents’ agree­
ment 141
Termination 112
Terms, definitions 43
Written instrument, relationship cre­
ated by 21
Agreements
Not to engage in practice of public 
accounting 23
Not to seek similar employment 23
Aliens, income taxation of 5
American Institute of Accountants, 
standard audit program 83
Amortization
Discount and expense on bonds 97
Straight-line method 80
Annuities, income taxation of 51
Armed forces, salary payments to em­
ployees of 25
Assets
Fixed, audit 61
Fixed, depreciation bases 134
Fixed, minimum dollar amounts 79
Fixed, values 96
Audit program, American Institute of 
Accountants 83
Auditing
Influenced by internal auditing 84
Questions in 16, 39, 60, 82, 108, 136 
Auditors
Duties regarding cash 82
Inquiries of management 61
Responsibility regarding physical in­
ventory 83
Selection of, SEC requirements 84
“Back pay” rule 26
Bad debts
As short-term capital loss 51
Expense as direct deduction from 
sales 103
Recoveries in income tax 5
Balance-sheet
Consolidated, stock transacting on 15 
Date, events occurring subsequent to
61, 84
From incomplete records 28
Items not expressed in current dollars 58
Nature, purpose, and limitations 15
Outline of examination 109
Rearrangement for municipal report­
ing 121
Bank reconciliations
Deposit in transit 16
Prepare and adjust entries in journal 108
Bankruptcy
Chattel mortgage to secure obligation 21
Claim against bankrupt 21
Creditors 113
Determination of exemptions 113
Discharge 44
Discharge, liability for money bor­
rowed 89
Gift as part of estate available for 
creditors 89
Indebtedness, minimum amount 113
Insolvency of debtor 21
Investigation for suspected fraud 137
Involuntary 88
Involuntary, as distinct from volun­
tary, purpose 21
Involuntary, who may not be adjudi­
cated 113
Lien when debtor is insolvent 89
Once every six years 89
Payments to accounts payable, com­
pute 100
Preferential transfer 44
Referee, title to bankrupt’s property 89
Statement of estimated deficiency, 
prepare 100
Taxes paid before wages 89
Voluntary, who may not become 113
Wage claims 89
I N D E X
Bill of Lading 
Kinds
Nonnegotiable 
Refusal to accept 
Bills of exchange, protest 
Blue sky laws, define
21
85
85
140
140
Bond subscription, employee plan for 19 
Bonds
Accounting transactions 47
Budget provision for annual reduction 14 
Municipal, tax treatment 25, 51, 123 
Savings, U.S. Government 25
Sold at loss, tax treatment 25
“Bonds outstanding” method, amortiza­
tion of discount and expense, com­
putation 97
Bonus, for excess production 2
Book value
Inventory 1
Stock 32
Bookkeeping, double-entry
Advantages of 14
Incomplete records 28
Branches
Internal-control procedure 18
Records and statements 53
Building and loan association, Methods
of distributing profits 102
By-products and joint products 134
Canadian income tax, deductibility of 125 
Capitalization, excess, suggestions to 
take care of 104
Cash, examination 82
Cash basis, “36 month rule” for tax 
purposes 26
Cash receipts, “lapping” 39
Cash registers, effectiveness of 137
Casualty loss, storm damage as tax 
deduction 125
Certificate of opinion
Disclaimer 136
Exceptions as to scope 136
Limitations, for investment purposes 80 
Qualification as to net income 84
Short-form report, draft 136
Short-form report, with and without 
qualifications 60
Short-form report, without confirm­
ing receivables or observing inven­
tories 82
Unqualified, as indication of unsat­
isfactory audit 83
Charitable contributions, income-tax 
treatment 6
Charter parties, authority of agent to 
charter steamship 141
Check-off list, accounting principles 84
Checks
Certified and noncertified, legal ad­
vantage 87
Drawn on insolvent bank 42
Invoices and documents marked 
"paid” 39
Clients, relation of public accountant to 87 
Commercial law, questions in
20, 42, 62, 85, 112, 139 
Commitments, purchase, in financial 
statements 79
Common carrier
Liability for damaged goods 64
Lien of shipper 85
Private, distinguished 64
Refusal to accept goods for transpor­
tation 64
Competition
Agreement not to engage in practice 
of public accounting 23
Agreement not to seek similar em­
ployment 23
Restrictions not to compete 63
Confirmation
Accounts payable and receivable 17
Accounts receivable, at other than 
balance sheet date 84
Accounts receivable, negative form 84 
Notes payable 17
Requests to accounts receivable 110
Stock outstanding 16
Consignment of, merchandise, journal 
entries 105
Contingent Fees 
See Professional Ethics 
Contracts
Acceptance, mail or telegraph 85
Agreements not to compete 63
Avoidance 86
Breach of, general and special dam­
ages, distinguish 141
“Completed” basis 13
Conditional sales 114
Consideration, inadequacy of 142
Consideration, written promise 142
Damages for nonperformance 139
Executory and executed, distinguish 112 
Existence of, and balance-sheet pres­
entation 18
Express and implied, distinguish 112
Indemnity, define 141
Misrepresentation as agent 141
Misrepresentation of age 113
Mutual assent 112
Nonperformance 87
“Percentage of completion” or “Com­
pleted” basis 135
Performance, legal tender 142
Performance, tender of 139
Promise to pay additional amount 21
Quasi, define 112
Rescission, due to error in calcula­
tion 21
I N D E X
Restrictions, not to compete 63
Revocation 23
Rights of buyer 63
Sale 23
Substantial performance, doctrine of 141 
Suretyship, define 141
Termination of employment 23
Ultra vires 86
Corporation
Close, define 113
Domestic and foreign, difference 87
Dummies, define 113
Liability for contracts made by pro­
moter 63
Municipal, define 87
Partnership, difference as to legal sta­
tus 140
Promoter, define 63
Promoters, agreements of 87
Quasi, define 87
Records 140
Restrictions governing adoption of 
names 112
Tax problems, provision for income 
tax, tax returns 106
Treasury stock, voting 113
Cost Accounting
By-products and joint products 134
Chemical product 94
Cost of direct materials to work in 
process 36
Costs in comparable companies 58
Departmental cost and production re­
ports 77
Direct labor cost basis for applying 
overhead 79
Direct labor to work in process 36
Indirect costs to profit and loss 36
Payrolls 137
Spoilage costs 57
Cost of goods sold, verification 136
Cumulative voting, define 44
Damages, liquidated, define 141
Debt
Discharge of claim upon agreement 
of amount of payment 142
Partial payment 139
Payment, application of 139
Refusal to accept payment, effect of 43 
Deeds
Questions on 88
Quitclaim and warranty, difference 141 
Warranty, breach of 88
Defalcations, disclosure, reliance on ex­
amination 84
“Del credere” agent, define 63
Departments
Chemical products, cost transactions 94 
Cost reports 77
Foundry costs 77
Depletion
Basis for mining 80
Percentage or cost, on oil lease, tax 
deductibility 125
Deposit in transit, verification 16
Depreciation
Annual, inclusion in budget 14
Annual rate charged on buildings 36
Based on replacement costs, argu­
ments for and against 103
Depreciation
Costs of parking lot 57
Rates, determining 13
Reserves, explain 38
Roofing company 96
Unit basis, group bases, composite 
basis, define 134
Direct labor
Cost basis for overhead 79
Work in process to 36
Directors acting individually 63
Disclosure of defalcations 84
Discount
Cash, as charge to income 124
Unamortized bond discount and ex­
pense account 47
Dividends
Canadian stocks, income-tax deducti­
bility 125
Estimated tax on 51
Return of capital 123
Stock, revocation 20
Trust fund, as income 115
Doubtful accounts, estimating amount 
required 103
Drafts, sight, rights, and liabilities of 
holder 140
Emergency facilities, amortization claim 
on 124
Employment
Agreement not to seek similar em­
ployment 23
Termination 23
Entertainment expenses, tax treatment 5 
Errors, in books 3
Estates: see trustees; trusts 
Ethics: see Professional ethics 
Evidence, oral information furnished by 
officers of client 84
Excess profits tax, income method and 
invested capital method, computation 81 
Excise tax on television sets 25
Exemptions: see Income taxes 
Fees
Accountant’s, deductibility from in­
come taxes 6
Accountant’s, determination of 84
Lawyer’s, deductibility from income 
taxes 125
Financial statements: see Statements
I N D E X
Fire loss
Amount recoverable 113
Book amount of inventory 1
Recovery 46
Fixed assets: see Assets 
Flood loss 96
Footnotes
Clarification in auditor’s report 84
Examples of information in 37
Necessity for, explain 37
Foreign currency, conversion into U.S.
dollars 135
Formulas and processes, audit proce­
dures 83
Franchise tax, refund on, taxability of 124 
Fraud
Deposit in transit 16
In lease 22
Internal control 110
Investigation of bankrupt shoe store 137 
Oral promises under statute of fraud 44 
Fruit, profit on unharvested 124
Funds
Government 58
Municipal, accounting transactions 71 
Fungible goods, define 42
Future goods, define 42
Gifts, for establishment of library 9
Good faith purchaser, define 42
Goods in transit, loss of 62
Goodwill
Computation for prospective partner­
ship 116
Decrease in amount of goodwill 
shown on balance sheet 38
Goodwill, selling a business 37
Government funds 58
Guarantor and surety, difference 43
Guaranty, loss 62
Holder in due course; see Negotiable 
instruments
Holding companies and subsidiaries
Adjusting journal entries, prepare 98
Consolidated statement 105
Parent and subsidiary stock transac­
tions 15
Reconciliation of intercompany ac­
counts, prepare 98
Home office: see Branches 
Hotel expenses, tax treatment 51
Income
Accounting methods of reporting 135
Gross, items includable under 52
Income statements: see Statements 
Income taxes
Accountant’s fees, deductibility 6
Accounting methods of reporting in­
come 135
Accrual-basis taxpayer, deductibility 
of certain items 26
Accrual basis taxpayer, deductibility 
of contribution 51
Accrual of, calculation 37
Advertising expenses 26
Aliens 5
Annuities 51
“Back pay’’ rule 26
Bad debt recoveries 5
Bad debt, treatment as short-term 
capital loss 51
Bonds sold at a loss, deduction 25
Canadian income tax on dividends, 
deductibility 125
Cash-basis professional, “36 month, 
or compensation for long-term 
services, rule” 26
Cash discount as charge to income 124
Casualty loss for storm damage, de­
ductibility 125
Charitable contributions 6
Child as dependent 5
Contributions to friends 5
Corporation income taxes and tax 
returns 106
Damages, deductibility 123
Deductions, loss on sale of stock 6
Deductions on tax return of CPA 27
Depletion on oil lease, deductibility 125
Dividend, as a return of capital 123
Emergency facilities amortization 124
Entertainment costs 5
Estates and trusts, use of “standard 
deductions” 26
Estimated tax, dividends 51
Exchanges 52
Excise tax on television set, deducti­
bility 25
Exemptions 5
Gain on sale of stock 6
Gain on securities 51
Gain or loss on proprietor’s transac­
tions 52
Gain or loss on sale of building 124
Gift of stock, taxability 123
Gross income, items includable in 52
Hotel expenses 51
Income and expense items taxability 
and deductibility 6
Infant’s gross income 25, 52
Interest income 51
Interest on bank loan, deductibility 125
Interest on U.S. savings bonds 25
“Involuntary conversion” 26
Joint returns 5, 51
Jury fees as income 5
Lawyer’s fees, deductibility 125
Life insurance proceeds 5
Lifo inventory writedown 124
Losses on investments 5
Manufacturing company, compute 
taxes payable 126
I N D E X
Medical expenses 52
Minor’s compensation 5
Municipal bonds, income from 123
Municipal bonds, amortization of 
premium paid 51
Municipal bonds, sale at a gain 25
Net operating losses 123
Partners’ shares of income and 
credit, summary 16
Partnership return, prepare 90
Pension funds, deductibility 124
Premium on fire insurance for in­
come-producing realty 26
Prizes, taxability 123
Profit from sale of cattle 123
Profit from sale of orange grove 124
Real property not used in trade or 
business 25
Relative as dependent 51
Rent 52
Rent and expenses for business pur­
poses, deductibility 125
Rent as income for building erected 
on leased land 124
Rent as income in certain years 5
Repossession of property, gain 52
Repurchase of mortgage note 123
Salary payments to employees in 
armed forces 25
Separate maintenance payments 25
Single person deductions 6
Sister as dependent 25, 51
Stock as salary 51
Stock rights 32
“36-month, or compensation for long­
term services, rule’’ in computing 
net income 26
Timber, capital gains 124
Trade-in of tractor, taxability on 124
Traffic fines, deductibility 125
Unemployment insurance benefits 25
Worthless stock, deduction on 25
Incomplete records, balance-sheet pre­
sentation 28
Indirect costs, profit and loss to 36
Indorsements
Blank and special, difference 140
Effect of types in negotiations of 
negotiable papers 64
Not necessary to holder’s title 142
Indorsers
Liability in order of indorsement 142
Liability, nonpayment by maker 87
Liability, when previous indorsers fail 
in obligations 114
Qualified 142
Warranties 142
Infant
Contract by 43
Gross income of 25, 52
Installments
Notes-receivable audit program 39
Repossessions, accounting treatment 125 
Tax returns 57
Installment basis, audit program of 
store selling on 39
Insurance
Binder, define 64
Collision 46
Examination of policies 41, 82
Fire, coinsurance clause 46
Fire, determine loss 1
Fire, premium on income-producing 
property 26
Fire, recovery on merchandise re­
moved from warehouse 46
Life, beneficiary with no insurable 
interest 45
Life, cash surrender value for bene­
fit of creditors 45
Life, liability of insurance company 46 
Life, misrepresentations concerning 
health 45
Life, partnership entitled to proceeds 113 
Life, presentation on balance sheet 104 
Life, taxation of proceeds 5
Misrepresentation 45
Open policy 64
Valued policy 64
Wager and, distinguish between 64
Inter vivos trust 64
Interest
Deferred, as deduction from install­
ment note payable 80
On bank loan, deductibility from in­
come taxes 125
Internal auditing, auditing by independ­
ent public accountant 84
Internal control
Auditor, affected by 39
Branches 18
Deficiencies 18
Fraud and error 110
Mail receipts on accounts receivable 110 
Questionnaire 61
Review before beginning audit 83
Inventory
Audit program 40
Book value 1
Certificate 109
Compute for wholesale jobber 118
Cost or market, determination of in­
come 36
Cost or market, effect on usefulness 
of statements 36
Costs, classes of expense items ex­
cluded 103
Costs, exclusion of fixed overhead 103
Finished product, accounting treat­
ment 126
I N D E X
Lifo, Fifo, disclosure of current mar­
ket value 57
Lifo, Fifo, writing down for tax pur­
poses 124
Perpetual, for raw materials 132
Physical, responsibility of account­
ant 83
Physical, review, procedures, instruc­
tions 83
Repair parts, audit of 136
Valuation 13
Valuation, acceptability of procedure 16 
Valuation at lower of cost or market 133 
Valuation for work in process and 
finished goods 35
Valued at cost, in mining company 80 
Verification, audit procedures 136
Written representation 109
Investigations, bankruptcy of shoe store 137 
Investments, losses on 5
“Involuntary conversion,” income-tax 
treatment 26
Jobbers
Accounting transactions 47
Inventory 118
Joint-stock association, corporation and, 
difference 87
Jury fees 5
Landlord and tenant, types of tenancies 141 
“Tapping of cash receipt”: see Cash 
receipts 
Lease
Assignment of, and sublease 64
Avoidance because of fraud 22
Items of significance to auditor 109
Misrepresentation in 22
Oral, termination of 22
Termination 64
Treatment of various factors in finan­
cial statements 134
Written 22
Ledger accounts 3, 49
Liabilities
Current, items excluded 14
Unrecorded, discovery 83
Libraries, operational statements of 9
Liens
Agency 86
Bankruptcy 89
Possessory 114
Lifo: see Inventory
Limitations, statute of, enforcibility of 
contract without new consideration 142 
Loans, savings accounts as collateral, 
audit program 138
Lumber, purchase and sale of 20
Machinery and equipment, audit, na­
ture of adjustments 110
Maintenance orders, program for work 
to be done 137
Medical expenses, tax treatment 52
Merger of three businesses 7
Mining, depletion and inventory prob­
lem 80
Minor, compensation of, tax treatment 5 
Miscellaneous reserve, accounting treat­
ment 104
Mortgages, chattel, in bankruptcy 21
Municipal
Audit, statements, exhibits 138
Balance sheet, rearrangement 121
Encumbrance accounts, purpose and 
operation 105
Funds, accounting transactions 71
Funds, kinds of 58
General fund, list of accounts 105
Library operations 9
Revenue from general property taxes 105 
Negotiable instruments
Consideration for issuance 112
Contrasted with nonnegotiable in­
strument 63
Date of presentation for payment 87
Dating 142
Holder in due course 44, 62
Holder in due course, incapacity to 
contract 142
Holder in due course, requirements 87 
Holder in due course, rights 142
Personal “nominal” and absolute 
“real” defenses, distinguish be­
tween 112
Requirements to create 64
Title of a person defective 112
Uniform negotiable instruments act, 
questions in 23
Various types, how negotiated 64
New accounts, procedures in audit of 83 
Notes
Forgery, defense against holder in 
due course 142
Lack of consideration, defense against 
holder in due course 142
Mortgage, repurchase of 123
Notes payable
Audit program 82
Confirmation 17
Notes receivable, installment, audit 
program 39
Options
Dates effective 81
Oral promises 44
Stock, purchase of 81
Overhead, advantages and disadvan­
tages of direct-labor-cost basis 79
Partnership
Acts binding on firm 86
Admission of partner, prepare jour­
nal entries 79
Balance sheet 47
Capital accounts 11, 47
I N D E X
Corporation, difference as to legal 
status 140
Dissolution, assets distributed 86
Dissolution, authority of partners 140
Dissolution, cash distributed, prepare 
schedule 120
Drawing accounts 11
General and limited partner 113
Income tax return 16, 90
Liability for contract 139
Limited 113, 140
Profit sharing 139
Property individually owned 140
Restriction of capital contribution 113
Unanimous consent for acts 139
Uniform partnership act, questions 
in 23, 42
Payrolls
Audit 40
Controls 137
Questionnaire 39
Pensions
Funds, tax deductibility 124
Payment, compute amounts 73
Petty cash: see Cash 
Postings
Ledger 84
Procedures, explain and discuss 18
Principal and agent: see Agency 
Private carrier
Common, distinguish between 64
Liability for damaged goods 64
Prizes, taxability of 123
Product
By-products and joint products 134
Gross profit on 2
Production record 2
Professional ethics
Accountant as officer in corporation 
engaged in public accounting prac­
tice 83
Announcement of new practice 109
Contingent fees 41
Mailing service for confirmations of 
accounts receivable 109
Offers to employees of other ac­
countants 109
Working papers 109
Profits
Building and loan associations, meth­
ods of distributing 102
Gross 2
Retail business, compute for pros­
pective partnership 116
Undivided profits, explain 38
Promissory note
Indorsement in blank and special in­
dorsement, difference 140
Payable to fictitious person, effect 140
Promoter
Agreements 87
Contract made by 63
Define 63
Property
Personal, items in 65
Real, items in 65
Proprietorships, income-tax transactions 52 
Proxy, voting by 20
Public accounting, agreement not to en­
gage in practice of 23
Public utilities
Original cost 59
Rates 59
Purchase of material, internal-control 
procedures 18
Quasi contracts, define 112
Quasi-corporation: see Corporation 
Quorum, define 63
Real-estate taxes, accrual 15
Receipt, define 141
Receivables, different titles for 36
Receivership, statement of realization 
and liquidation, prepare 70
Release
Define 141
Finality 141
Rent
As income in certain years 5
Based on gross sales, compute 32
Minimum, treatment in statements 32 
Tax treatment 52
Temporary residence for business 
purposes, tax deductibility 125
Reorganization, accounting transactions 76 
Reports
Corporate fixed assets 15
Long-form, examples of information 
in 37
Short-form: see Certificate of opinion 
Reserves
Depreciation, explain 38
Elimination on liability side of bal­
ance sheet 36
General contingency, explain 38
Retail business, audit of, for prospective 
partnership 116
Retained earnings, freezing by means 
of stock dividends 132
Returnable containers, accounting treat­
ment for 126
Returns and allowances, purposes of a 
review 41
Royalties
Liability, verification 136
Payable, report on 136
“Sale on trial,” define and distinguish 
between “sale or return” 62
“Sale or return,” define and distinguish 
between “sale on trial” 62
Sales
Conditional, repossession of goods 114
Conditional, seller’s liability 114
I N D E X
Duplicate 87
Goods wholly or partially destroyed 42 
On sale or return 87
Purchaser in good faith and for value 112 
Schedule 53
Selling price unit 120
Unpaid seller 42
Sample, sale by 114
Savings accounts, as collateral 138
Securities, audit 60
Securities and Exchange Commission 
Check-off list of accounting prin­
ciples 84
Selection of auditors 84
Short-form report: see Certificate of 
opinion
Spoilage, treatment of cost in accounts 57 
Statements
Application of funds, prepare from 
data 30
Statements, cash fl ow, prepare 68
Conservative 14
Consolidated, holding company and 
subsidiary 105
Consolidated, limitations 135
Consolidated, preparation 48
Costs and production by departments 34
Income, “all-inclusive” 57
Income, desirability of checking 19
Income, incomplete records 28
Income, items not expressed in cu r­
rent dollars 58
Income; nature, purpose, limitations 15
Inventory values for work in process 
and finished goods 34
Items and their effect on corporation’s 92 
Realization and liquidation, prepare 70
Source and application of funds 58
Stock
As salary 51
Book value 32
Common, option to purchase 81
Cumulative preferred, define 44
Gain on sale of 6
No-par, define 44
Outstanding at balance-sheet date 16
Participating preferred, define   44
Theoretical value 32
Transactions between parent and sub­
sidiary 15
Treasury, vote on by corporation 112
Worthless, tax deduction on 25
Stock rights, tax treatment 32
Stockholders
As secured or unsecured creditors 20
Outside, dollar amount of dividends, 
compute 101
Outside, dollar equity in total net 
assets, compute 101
Pre-emptive right of, define 44
Rights 20, 40
Voting by proxy 20
Surety
Action against 43
And guarantor, difference 43
Collateral given by 43
Contract entered into by corpora­
tion, partnership 43
Contribution from cosureties 141
Default 62
Recovery of debt 22
Right of contribution, define 141
Suretyship, define 141
Surplus
Audit 40
Paid-in surplus, explain 38
Tax returns 
See also Income taxes 
Individual, prepare 66
Taxes, see “Excess profits tax; Income 
taxes; Real estate taxes 
Tenancies, see Landlord and tenant 
Theory of accounts, questions in
13, 36, 57, 79, 103, 133 
Timber, tax of capital gains on 124
Time cards, Internal control procedure 18 
Title, negotiability 112
Title to property
Adverse possession 141
Purchase and sale of lumber 20
Trade-ins
Journal entries, prepare 133
Tractor, taxability of profit 124
Treatment in accounts 103
Trucking, accounting transactions 80
Trustee
Death of 115
Failure to serve as 45
Infant as 115
Liability on contracts 45
Owner of property as 64
Resignation of, without consent 115
Settlor as 45
Trusts
Authority to compromise claims 115
Charitable trust v. private trust ben­
eficiaries 45
Constructive trust in writing 45
Cost of insurance 115
Costs of improvements 115
Court of equity on termination of 
trusts 45
Created by will 45
Deposit of trust funds in trustee’s 
own account 45
Dividends as income 115
Express, capacity to make inter-vivos 
transfer 64
Express, creation 64
Inter vivos trust 64
Investment expense 115
Liability on contracts 45
I N D E X
Noncharitable, action by majority 115 
Principal and income, items charged 
against 38
Rent, royalties, or return on prop­
erty subject to depletion, income 
to tenant 115
Resulting and constructive trusts 64
Revocable, deposit of own money in 
bank account 64
Revocation of trust by settlor 45
Settlor as beneficiary 45
Standard income tax deduction 26
Testamentary Trust  64
U ltra vires
Contract, performed in full 86
Objection to 86
Unemployment insurance, tax treatment 
of benefits 25
Uniform negotiable instrument act, 
questions in 23
Uniform Partnership Act, acts binding 
on firm 86
Uniform Partnership Act, questions on
23, 42
Uniform Sales Act, purchaser in good 
faith and for value 112
Valuation of property in opinion on 
balance sheet 84
Wager, insurance and, distinguish be­
tween 64
Wages, computation 2
Warehousemen, liability, loss of goods 
by fire 114
Warranty
Breach of, by seller 139
Breach of, damages 88
Express, seller’s affirmation of value, 
seller’s opinion 114
Indorser of bill of lading 63
To third parties 21
Warranty deed: see Deeds 
Wholesalers, confirmation requests 110
Working papers
Manufacturing company, prepare 
from data 126
Ownership 84
Worksheet, hospital, prepare from data 33 
Writedowns 134
Written promises: see. Contracts 
Written representations, inventory 109
